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03.31.2006 03.31.2005
Income statement (millions of euro)
Revenues 2,047 607
Operating costs (1,574) (388)
Labour costs (62) (37)
Gross profit from operations 411 182
Depreciation and amortisation, provisions and writedowns (150) (40)
Profit from operations 261 142
Financial costs (43) (10)
Share of resulis of companies carried at equity (1)
Gains (losses) on disposal of property, plant and equipment (1)
Other non-operating profits : 6
Other non-operating costs (20)
Profit before tax 203 131
Income tax expense (74) (46)
Net result from non-current assets held for sale (5) 2
Minority interests (16)
Group net profit for the period 108 87
Gross profit from operations/Net revenues 20.1% 30.0%
Financial position (millions of euro) 03.31.2006 03.31.2005
Operating cash flow 131 110
Net capital expenditure on tangible, intangible and long- ferm financial asset {59) (172)
Free cash fiow : 72 (62)
Balance sheet (millions of euro) 03.31.2006 12.31.2005
Capital employed, net 9,454 9,418
Equity pertaining to the Group and mincrity interests 3,823 3,673
Consolidated net financial position (5,631) (5,745)
Consolidated net financial position/Equity pertaining to the Group and minor 1.47 1.56
Consolidated net financial position / Shareholders’ equity AEM S p.A. 2.65 2.70
Consolidated net financial position/Market cap 1.78 1.87
Key figures of AEM S.p.A. 03.31.2006 12.31.2005
Share capital (euro) 936,024 648 936,024,648
Number of ordinary shares (par value 0.52 euro) 1,800,047 400 1,800,047,400
Number of treasury shares (par value 0.52 euro) 14,841,850 14,841,850
Key rates and prices 03.31.2006 03.31.2005
Average 6-month Euribor 2.614% 2.140%
Average price of Brent crude (usd/bbl) 61.75 47.50
Average exchange rate €/$ (*) 1.200 1.311
Average price of Brent crude (Euro/bb!) 51.46 36.23

(*) Source: ftalian Foreign Exchange Office
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Conversion of the shareholders' loan to Transalpina di Energia S.r.l. (TdE) by Delmi S.p.A.
into an increase in capital with share premium.

As planned, on January 18, 2006 Delmi S.p.A. converted the shareholders' loan of 363.5 million
euro made in November 2005 to Transalpina di Energia S.r.l. into an increase in TdE's capital with
a share premium. WGRM 4 Holding S.p.A., the other 50% shareholder in TdE, also converted its
shareholders's loan into an increase in capital with share premium.

TdE's share capital has therefore been increased by 554 million euro, while the share premium has
been increased by 173 million euro.

Acquisition of EDF Italia

The Board of Directors of Edison on February 21, 2006 granted a mandate to the Managing
Director to negotiate Edison's acquisition of EdF Italia's assets.

EdF Italia operates on the free market for electricity, posting sales in 2005 of 8 billion kWh to a
broad base of industrial and civil customers.

The acquisition is an integral part of Edison's strategy, which aims to enhance commercial and
structural synergies with its industrial partners.

The deal will be closed once approval has been received from the competent authorities, which is
expected by June 30, 2006.

Reconstitution of the float of Edison S.p.A.'s ordinary shares

On March 3, 2006, AEM S.p.A. and Delmi S.p.A. announced that, as a result of sales made in
recent weeks, the market now held around 11.4% of Edison S.p.A.'s ordinary shares. This means
that the float of Edison's ordinary shares, which was reduced as a result of the takeover bid
launched by Transalpina di Energia S.r.l. on November 4, 2005, has been reconstituted as required
by law.

As a result of this transaction, the amount of the Edison S.p.A. shares involved in the equity swap
with various counterparties has been reduced to around 3.9% of the ordinary share capital.

Agreement between ACSM S.p.A. and AEM S.p.A.

On March 6, 2006, ACSM S.p.A and AEM S.p.A. signed a letter of intent on the basis of which
they will negotiate the definitive contracts for the completion of the transaction which, subject to
approval by the competent bodies of the Municipality of Como, foresees the transfer to ACSM of
the investments held by AEM in Serenissima Gas S.p.A., Serenissima Energia S.r.l. and Mestni
Plinovodi d.o.o., all of which operate in the sale or distribution of gas (the “Transaction™).

Under this letter of intent, AEM will transfer to ACSM:
e 742,961 of the 936,000 voting shares of Serenissima Gas, equal to 79.38% of the voting shares
and 71.44% of the share capital;

e aportion of the value of euro 71,400.00 representing 71.44% of the share capital of Serenissima
Energia S.r.] (a further 10% of the company is held by Serenissima Gas S.p.A.);

e an investment representing 41.11% of the share capital di Mestni Plinovodi d.o.o.

In exchange for the transfer of the shareholding in Serenissima Gas, ACSM will resolve an increase
in capital reserved for AEM, assigning to it 9,374,125 newly issued ACSM ordinary shares of par
value 1 euro each, representing 20% of ACSM's post-increase share capital.




Municipality of Como, will corﬁe to around 40.5%.

ACSM and AEM will also stipulate a purchase/sale contract for the transfer of the investments held
in Serenissima Energia S.r.1.'and Mestni Plinovodi d.o.0. for7.095 million euro in cash.

To take account of the changes in ACSM's shareholder structure caused by the Transaction. certain
amendments will be made to ACSM's corporate governance rules: for example, a blocked list
voting system will be introduced for the appointment of the Board of Directors. This gives the list
that obtains a majority of the votes the right to appoint 8 directors and the most voted minority list
the right to appoint the other 2 directors.

In this regard, the Municipality of Como and AEM will sign a shareholder agreement that will
envisage, among other things, the presentation of a joint list for the election of the Board of
Directors, with the first 6 candidates being nominated by the Municipality of Como and the next 2
by AEM. AEM will also have the right to nominate the 2 directors on the list to be consulted to
complete ACSM's Board of Directors in the event that no minority list is presented. Lastly, in
accordance with the current Articles of Association, there is foreseen as part of the Board of
Directors a Strategy Commiittee that will act in a consultative/propositive role. It will be made up of
3 members with one being chosen from the directors nominated by AEM.

Given how the directors are distributed between the Municipality of Como and AEM, as explained
above, the future governance structure of ACSM will continue to impose a 4% limit on the voting
rights of all sharcholders other than the Municipality of Como, as laid down in the Articles of
Association. :

The effectiveness of the letter of intent is subject, on the one hand, to approval on the part of the
competent bodies of the Municipality of Como of all of the executive stages of the Transaction
(including the proposed amendments to the Articles of Association and stipulation of the
shareholder agreement) and, on the other, confirmation from CONSOB that completion of the
Transaction and stipulation of the shareholder agreement will not oblige the Municipality of Como
and AEM to launch an obligatory takeover bid for all of the shares of ACSM. Execution of the
Transaction is also subject to the consent of the other main shareholders of Mestni Plinovodi d.o.o.,
namely Azienda Mediterranea Gas e Acqua S.p.A and SIMEST S.p.A, for the investment to be sold
to ACSM and for it to take over all of the rights and obligations currently held by AEM under the
current arrangements.

It is also foreseen that this entire process should be completed by the end of May 2006.
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Summary of results, assets and liabilities and financial position
- AEM Group
Results

The results of the AEM Group for the quarter ended March 31, 2006 also include the results of
Transalpina di Energia (TdE)/ Edison (Delmi Group), which have been 50% consolidated under the
proportional method. ‘

Revenues and costs deriving from the activities of Serenissima Gas S.p.A., Serenissima Energia S.r.l
and Mestni Plinovodi d.o.o for both periods have been excluded from line-by-line consolidation and
booked to a single line in the financial statements as, thanks to the sale agreement with ACSM Como,
they have been considered as non-current assets held for sale (discontinuing operations).

Millions of euro 03.31.2006 % of revenues  (03.31.2005 % of revenues  Change
Revenues 2,047 100.0% 607  100.0% 1,440

of which:

- Revenues : 2,019 607 1,412

- Other operating income 28 - 28
Operating costs (1,574) -76.9% (388)  -63.9% (1,186)
Labour costs ‘ (62) -3.0% 37 -6.1% (25)
Gross profit from operations - 411 20.1% 182 30.0% 229
Depreciation and amortisation (119) -5.8% (35) -5.8% (84)
Provisions and writedowns (31) -1.5% (5) -0.8% (26)
Profit from operations 261 12.8% 142 23.4% 119
Net charges from financial management (43) -2.1% (10) -1.6% (33)
Share of results of companies carried at (1) 0.0% 0.0% 4y
equity '
Non operating income/charges (14) -0.7% (1) -0.2% (13)
Income before taxes 203 9.9% 131 21.6% 7
Taxes for the year (74) -3.6% (46) -7.6% (28)
Net result ‘ 129 6.3% 85 14.0% 44
Net result of non-current assets held for (5) -0.2% 2 0.3% (7)
sale
Net profit pertaining to minority interes (16) -0.8% 0.0% (16)
Net result for the period pertaining tc 108 5.3% 87 14.3% 21

the Group
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Group revenues in the first quarter of 2006 amounted to 2,047 million euro. The proportional
consolidation of 50% of the Delmi Group (TDE/Edison) contributed revenues of 1,303 million euro.
Based on the same scope of consolidation, revenues amount to 744 million euro, with an increase of
22.6% with respect to the same period of the previous year. This growth is attributable mainly to
increases in selling prices of electricity and gas as a result of the trends on international fuel markets, as
well as to higher quantities and the valorization of green certificates and emission rights.

Note that revenues were positively affected by the higher output produced by the power plants owned by
AEM and the consolidated production of Edipower stations after the so-called “gas emergency”, which
passed from 2.3 TWh in the first quarter of 2005 to 2.9 TWh in the first quarter of 2006, + 25%. The
increase is related to the start-up of production of the new group at AEM's Cassano d’Adda station and

to the output produced by Edipower S.p.A.

Operating costs amount to 1,574 million euro. Net of the effects of consolidating the Delmi Group
(Transalpina di Energia/Edison), amounting to 1,093 million euro, operating costs come to 481 million
euro, 24.0% more than in the first quarter of 2005. The reason for this increase was the rising trend in
raw material prices on international markets.

The gross profit from operations came at 411 million euro, 20.1% of sales. After charging depreciation
and amortisation, provisions and writedowns of 150 million euro, the profit from operations came to 261
million euro, corresponding to 12.8% of consolidated revenues.

Based on the same scope of consolidation, gross profit from operations amounted to 226 million euro in
the first quarter of 2006 with a rise of 24.2% with respect to the same period of the previous year. The
increase is essentially attributable to the electricity sector, thanks to a better sales and procurement mix,
the growth in quantities sold and the contribution made by green certificates and emission rights.

After charging depreciation and amortisation, provisions and writedowns of 150 million euro, the profit
from operations came to 261 million euro (142 million euro in 2005).

Financial costs show a net balance of 43 million euro (10 million at March 31, 2005) due to the effects
of consolidating the Delmi Group and the charges deriving from higher financial indebtedness.

Non operating charges, net of income, come in at 14 million euro and only refer to the consolidation of
the Delmi Group.

The taxes for the period amounted to 74 million euro.

As a result of these various movements, the consolidated income of operating activities, net of tax,
amounts to 129 million euro (85 million euro at March 31, 2005).

The net result of non-current assets held for sale, which refers to the investments in Serenissima Gas
S.p.A., in Serenissima Energia S.r.l. and in Mestni Plinovodi d.o.0., is negative for 5 million euro
(positive for 2 million euro at March 31, 2005).

The net profit attributable to minority interests of the Edison Group and Delmi S.p.A. amounts to 16
million euro.

As a result of the above, the consolidated net profit for the period attributable to the Group amounts to
108 million euro (87 million euro at March 31, 2005).




The various sectors of activity of the Group made the following contributions to these results:

Euro/million

Electricity

Gas and heat

Networks and regulated markets
Services

Other activities and eliminations
Total

(1) Excluding other operating income

03.31.2006 03.31.2005
Gross Profit Gross Profit
Revenues Revenues
() from (1) from
Operations Operations
1,195 266 227 78
906 60 241 40
235 77 204 67
30 an 20 3
(347) 19 (85) 0
2,019 411 607 182

For a more detailed analysis of the results, see the section on the results for each sector of activity.

Assets and liabilities and financial position

At March 31, 2006 the consolidated net capital employed totalled 9,454 million euro, covered by
shareholders' equity, 3,823 million euro (of which 2,034 million pertaining to minority interests) and net
financial indebtedness, 5,631 million euro (5,745 million euro at December 31, 2005).

The increase in net capital employed compared with the end of the previous year amounts to 36 million

euro.

The net financial position has improved by 114 million euro compared with the end of the previous
year, essentially due to the cash flow generated by current operations for 131 million euro, partly offset
by the effects of net investments in property, plant and equipment, intangible and financial assets and of
changes in equity which in total absorbed resources of 17 million euro.

Without the acquisition of the Delmi Group, the Group's net financial position would have improved by
156 million euro compared with December 31, 2005, again excluding the Delmi Group.

15
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(in millions of euro) 03.31.2006 | % 12.31.2005 % Changes
Capital employed
Net fixed capital employed 9,195 97.3 9,243] 98.1 (48)
Working capital 238 2.5 175 1.9 63
Assets/liabilities heid for sale 21 0.2 0 0.0 21
Total capital employed 9,454] 100.0 9,418 100.0 36
Sources of funds
Equity pertaining to the group 3,823 404 3,673 39.0 150
Total financial position
beyond one year 4,848] 51.3 5,001 53.1 (153)
Total financial position
within one year 783 8.3 744 7.9 39
Total net financial position

5.631] 59.6 5.745] 61.0 (114)
Total sources of funds 9.454| 100.0 9,418 100.0 36
(in millions of euro) 03.31.2006 03.31.2005
NET FINANCIAL POSITION AT THE BEGINNING OF THE (5,745) (1,982)
YEAR/PERIOD
Net profit for the year/period 108 87
Depreciation and amortisation 119 35
Changes in assets and liabilities (96) (13)
Cash flow generated by current operations 131 109
Net capital expenditure on tangible, intangible and long-term (59) (172)
financial assets
Change in minority interests 10
Change in equity 32 166
Net profit distributed
Cash flow generated (used) by changes in shareholders’ equity 42 166
NET FINANCIAL POSITION AT THE END OF THE (5,631) (1,879)

YEAR/PERIOD
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Edison announces that it has found gas in Algeria.

In April, Edison, in joint-venture with Repsol YPF, RWE Dea and Sonatrach, completed drilling of
the first two exploration wells at Reggane: natural gas was found in both cases, with capacities of
more than 630,000 and 100,000 cubic metres per day, respectively.

Agreement between ACSM S.p.A. and AEM Sip.A.

On May 4, 2006 The Municipal Council of Como voted in favour of the protoco] signed on March
6, 2006 by ACSM S.p.A. and AEM S.p.A., details of which are provided in the section on
important events during the year.

Restoration of the lock and creation of a mini hydroelectric plant at Conca Fallata on the
Naviglio Pavese (the canal between Milan and Pavia).

The Lombardy Region, through the Milan Polytechnic, promoted and developed a programme to
enhance Milan's canals ("navigli") after years of neglect after they were no longer used for
commercial purposes. This programme, known as the “Master Plan Navigli”, also provides for the
recovery of the boating locks and used of the waterfall between the upstream and downstream end
of the lock by inserting a mini hydroelectric power station in the offshoot canal.

AEM S.p.A., co-signatory of a special agreement between the Lombardy Region, the Municipality
of Milan and the Consorzio Villoresi signed on July 13, 2004, installed a mini power station that
exploits a difference in level of 4.7 mt with capacities that vary between 7 and 10 m'/s, equal to an
average power of around 380 kW (with an annual output of 2 million kWh).

The site was opened on November 5, 2004 and closed on May 5, 2006 once the connection between
the plant and the city power grid (MT/BT cabin) had been completed.

Acceptance of AEM's appeal regarding certain aspects of ATEL's merger with Motor
Columbus.

In May, AEM's appeal concerning certain aspects of the merger between ATEL A.G. and Motor
Columbus A.G., considered damaging to the rights of the minority shareholders, was accepted by
the Takeover Panel of the Federal Bank Commission. The parties are negotiating certain
amendments.

Negotiations regarding AEM S.p.A.'s investment in Metroweb S.p.A.

In recent weeks, AEM S.p.A. has been involved in negotiations for the possible sale of Metroweb
S.p.A. Various parties have expressed an interest in buying it and if their offers are considered
interesting, these negotiations could result in the Company ceding control over Metroweb S.p.A.

17
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Outlook for operations

The consolidated results for the first quarter of 2006 show a significant improvement compared
with the same period of 2005 thanks to the proportional consolidation of Transalpina di
Energia/Edison (Delmi Group) and the start-up of the 380 MW plant at the Cassano thermoelectric
power station and the 840 MW combined cycle plant at Piacenza owned by Edipower.

The results for the entire year will benefit from this greater availability of energy, as well as from
development of the district heating activity, while for the activity subject to regulation, the results
are expected to be in line with the previous year despite the strong pressure on margins.




‘Consolidated financial statements



A)
A1)
A2)
A3}
Ad)
AS5)
A6)
A7)
AB)
A9)
A10)

B)

<)

D)

D1)
D2)
D3)
D4)
D5)
D86)
D7)
D7)

;DB)

E}

E1)
E1-1)
E1-2)
E1-3)
E1-4)
E1-5)

‘E2)
E2-1)

E2-3)
£2-4)
E2-5)

iF)

ITOTAL LIABILITIES AND EQUITY (D+E+F)

£2-2)

'BALANCE SHEET
(millions of euro)

ASSETS

NON-CURRENT ASSETS
Property, plant and equipment
Investment property
Intangible assets
(nvestments
Other non-current financial assets
Non-current derivatives
Deferred tax assets
Other non-current receivables
Restricted or pledged deposits
Other non-current assets

TOTAL NON-CURRENT ASSETS (A)

CURRENT ASSETS
Fixed assets held for sale
Inventories
Current financial assets
Current derivatives
Taxes receivable
Trade and other receivables
Cash and cash equivalents
Other current assets

TOTAL CURRENT ASSETS (B)

NON-CURRENT ASSETS HELD FOR SALE

TOTAL ASSETS (A+B+C)

LIABILITIES AND EQUITY

SHAREHOLDERS' EQUITY
‘Share capital
Share premium
(Treasury shares)
Legal reserve
Gther reserves
Retained earnings
Net profit for the year
Net profit for the period
Equity pertaining to the Group
Minority interests
Total shareholders’ equity (D)

LIABILITIES

NON-CURRENT LIABILITIES
Medium/long-term financial liabilities
Deferred tax liabiities
Employees benefits
Provisions for charges and risks
Other non-current liabilities

Total non-current liabilities (E1)

CURRENT LIABILITIES
Trade and other payables
Tax liabilities
Shont-term financial liabilities
Provisions for charges and risks
Cther liabilities

Total current liabilities (E2)

Total tiabilities (E)

LIABILITIES DIRECTLY ASSOCIATED WITH

NON-CURRENT ASSETS HELD FOR SALE

IAS CONSOLIDATED
FINANCIAL STATEMENTS
AT MARCH 31, 2008

936
-23

322
361

108
1,789
2,034
3,823

4,849
940
199
601
219

6,808

1,531

1,215

50
3,008

9,816

19

13,658

%

80.06

19.64

100.00

13.10

27.98

49.85

22.02

71.87

100.00

JAS CONSOLIDATED
FINANCIAL STATEMENTS
AT DECEMBER 31, 2005

7,483

2,633
11§
314

262
161

10,998

5,001
936
200
618
216

6,871

1,445
102
1,086

45
2,677

9,648

13,321

%

82.56

100.00

12.38

27.57

52.33

20.10

72.43

100.00

IAS CONSOLIDATED
FINANCIAL STATEMENTS
AT MARCH 31, 2008

3,062
154
509

134

3,876

41
79

798
238

1,230

5,106

936
-35

77
295
274

87
1,634

1,638

2,026

582
132
680

48
1,442

3,468

5,106

29.10

38.33

12.27

12.30

15.21

10.83

26.03

38.33
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1) REVENUES

1.1) REVENUES FROM SALES
1.2) REVENUES FROM SERVICES )
1.3) REVENUES FROM LONG-TERM CONTRACTS

1.4) OTHER OPERATING INCOME
TOTAL REVENUES (1)

2) OTHER OPERATING INCONME
2.1) INTEREST INCOME
22) DIVIDEND INCOME

2.3) OTHER OPERATING INCOME
TOTAL OTHER OPERATING INCOME (2) '

TOTAL REVENUES AND OTHER OPERATING INCOME (1+2)
3) OPERATING COSTS
31) RAW MATERIALS AND CONSUMABLES USED
32) SERVICES USED
33)  CHANGES IN INVENTORIES OF FINISHED GOODS AND WORK IN PROGRESS
3.4) RESEARCH AND DEVELOPMENT EXPENSES
35)  CORPORATE RESTRUCTURING COSTS
36)  OTHER OPERATING COSTS
TOTAL OPERATING COSTS (3}
4) LABOUR COSTS
5)  GROSS PROFIT FROM OPERATIONS (1+2-34)
6) DEPRECIATION AND AMORTISATION, PROVISIONS AND WRITEDOWNS
7)  PROFIT FROM OPERATIONS (5-6)

8) INCOME (LOSSES) FROM REVALUATIONS OF
FINANCIAL ASSETS AVAILABLE FOR SALE

9) INCOME (LOSSES} FROM FINANCIAL INSTRUMENTS
CLASSIFIED AS CASH FLOW HEDGES

10) OTHER INCOME (LOSSES) FROM DERIVATIVES

11) INCOME {LOSSES) FROM DISPOSAL OF
FINANCIAL ASSETS AVAILABLE FOR SALE

12) FINANCIAL CHARGES

13) INCOME {LOSSES) FROM FINANCIAL ASSETS
13.1) DIVIDEND INCOME

132) INCOME FROM RECEIVABLES/SECURITIES INCLUDED IN NON-CURRENT AS§
13.3) INCOME FROM RECEIVARLES/SECURITIES INCLUDED IN CURRENT ASSETS
13.4) EXCHANGE GAINS AND LOSSES ,

14) TOTAL FINANCIAL COSTS (8+8+10+11-12+13)

15) SHARE OF RESULTS OF ASSOCIATES DERIVING FROM
VALUATION ACCORDING TO THE EQUITY METHOD

16) GAINS (LOSSES) ON
DISPOSAL OF PROPERTY, PLANT AND EQUIPMENT

17} OTHER NON-OPERATING PROFITS

18} . OTHER NON-OPERATING COSTS

19} PROFIT BEFORE TAX (7+14+15+16+17+18)
20) INCOME TAX EXPENSE

21) PROFIT (LOSS) OF ONGOING OPERATIONS
NET OF TAX (19-20)

22) NET RESULT FROM NON-CURRENT ASSETS HELD FOR SALE
23) NET PROFIT (LOSS) (21+22}
24) MINORITY INTERESTS

25) NET PROFIT FOR THE YEAR PERTAINING TO THE GROUP (23+24)
25) NET PROFIT FOR THE PERIOD PERTAINING TO THE GROUP (23+24})

Eamings per share {in euro):

- basic

- basic, from operating activities

- diluted

- diluted, from operating activities

1684  92.04 538 88.63 2748  87.10
44 215 s 807 168 532
8 025
91| 445 200 329 198 631
2,019  8.63 07| 100.00 3,107| 98.48
28 137 48 152
28 137 48] 152
2,047 100.00 607! 100.00 3,155 100.00
1214 5931 a12| 5140 16%] 5185
190] 928 54| 890 38 1166
63 308 4| -ot8 66 209
107] 523 23 379 124 383
1674 7688 88| 6392 2197, 6964
62, 303 37l sa0 191 605
a1 2008 182  29.98 767 2431
150 733 40| 659 any| 1182
261 1275 142 2338 394 12.49
2l o010 1 oas 2| -0.06
8| 039 7 148 6 o019
s0] 1.8
s8] 283 R E 13 a8
5| o024 1 o 21l 067
sl 010
8| 029 1| 018 15 048
4| 008 3 010
43| 210 A0 168 .38] .20
4l -00s 1| o003
al 018 T
6| o029 10| o032
20, 0.8 35 114
203 992 131 2158 327 10.3
74 362 4 7.88 78| 2.8
1290 630 85|  14.00 2520 7.89
5| 024 2| 013
124 606 87| 1433 2520 7.9
48| 078 40| 032
22| 767
108 528 87 1433
0.0501 0.0488 0.1357
0.0629 0.0476 nd.
0.0587 0.0488 0.1357
0.0625 0.0476 n.d.
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CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE PERIOD
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE YEAR

Cash flow generated by operations during the year/period
Nat profit for the pericd

Net profit for the year

Depreciation

Amortisation

Changes in assets and liabililies:

Receivables for the sale of power and services

Receivables from Group companies (not consolidated line-by-fine)
Deferred tax assets

Oerivatives receivable

Other receivables

Inventories

Assets perlaining to future periods

Assets held for sale

Other non-current assets

Trade accounts payable

Payables tc Group companies (not consolidated line-by-line}
Other payables

Guaraniee deposits from customers

Derivatives payable

Liabilities pertaining to future periods

Liabilities associated with assets held for sale

Employees benefits

Deferred {ax liabilities

Other provisions for risks and charges

Totai cash flow generated by operations during the year/period

Cash fiow used in investment activities
Net capital expenditure

Investments

Treasury shares

Total cash flow used in investment activities
Free cash flow
Cash flow generated by financing activities

Due to banks

Financial receivables due from third parties

Financial receivables from associates

Current assets for financial derivatives

Iinvestments held for trading

Current liabifities for financial derivatives

Financiaf payables to Group companies (not consolidated line-by-line)
Due to other providers of finance

Bonds

Payables in current a/c to parent entity

Lease payables

Change in equity pertaining to minority interests (including result for the year)
Changes in shareholders’ equity

Earnings distributed

Total cash flow generated by financing activities
CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT THE END OF THE PERICD
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR

242

108
101
18

(354)
{17)
@
(5)
113
o)
(40)
)
1
102
(1)
(12)

19

131

(38)
1)
(89)

72

(3)
3¢

®
(19

(3

10
32

26
98

340

un

220

242
216
26
(885)
(148)
(18)

(355)
{126)
4

611

8
789
536

1,384
7.179)
(10)

12
(7.477)

(6,793)

2,331
()
(56)
(14)

2
(12)
1,526
16
2,021
104
@5)
5,815

22

242

220

87

(166)
“n
(14)

24
34
I}

109

(38)
(134)

(172)

(63)

(36)

(65

29

(14)
O]

82
19

239




£z8'c vE0'Z 68L't 801 19¢ zze S8 (£2) 9£6 900Z°1£'£0 Je Anba siapjoyaseys
ol ol st Auouty
80} 804 801 pouad o 105 3yosd 1ou dnozsy
vl 1 vl dnoan) 1w Y Jo UONEPIOSUGY) ~ ST pauleldy
9 9 (z¥2) 124 sBuuies pourey
cc [44 [44 $2:13521 SV
9 9 9 8noin) nupa( NP JO UOBRPHOSUO) - SPIPIY MOJ) Y5O UIDY SIAINSIY
14 b [ $3Ap3y MO} YsBD HI0Y S331350Y
SIUIISH UONISIRN SYAVSV]
SaRYs Amsuas )
(02) (02) (02) SIS PO
PIOYITYS OF PANQLISIP SPUIPIALG
asasar gy
19002 10 s51enb Jsii oy} ur sabuey)
€29'¢ 207 &v9'} 1474 66 oLe s8 (€2) 96 $00Z°1£°Z1 1e Ainba siapjoyateus
0z0'z 0z0'T sisua1u1 GUONIIN
SSh S5l SS1 pouad aq 10) wosd 10u dnoiny
z 4 (02) (44 dnouD) TURAQ I JO UOUTPHOSUOY) - SBUTWIES PouTIY
sBumuuen pamely
GE o1 Ge SIALS3I SV
W . dnoipy wna( M) JO UONEPLOSUS] ¥ $aTPay A0 YSBD Wy SIaS0Y
(sv) (5) (S¥) $3Bpay mop yseI wioy $IAsY
03) (0s) (05) 319521 HOBISULN SYAYSV]
rAN 2k Zi sareys Amsedrf
(€s) £ $212831 1B
(s8) (g6) (s6) oF pANQINSTP SPUSPIAI
() 8 Jasasar ey
16002 '} € Jequase( o) | judy woij sebueyd
8¢9l 14 res'l 18 vz §62 L (s¢) 9¢6 S00Z°1£°€0 Je Ajnba siapjoyaieys
b L sisastuy ApouILY
18 18 18 pouad 2y 305 wjosd 19u door)
(012) [o]%4 sBuyurea pourely
113 ) 1(3) ) o (v} - - - saluasal gy
(3% 6 6€ $39pPoY MO 458D WOY SISDY
ot ol otl SOAIISIS UOHISUEN GYAY/SVI
SQUTYS AINSTU |
$2:449521 DI
SIDP[OYIIRYS O) PANQIUSIP SPUIPIAIG
2atas (e
:600Z J0 Japenb )say sy Ul ssbueyd
S8¢C'1 € z8e't [11%4 4] ogt L (sg) 9€6 $00Z'LE 21 Je fiinba siapjoyaseys
80 30N 44 90N 9@ 3J0N SO 9CN (v 2JON | £Q 210N | 10 0N
Aynba SIS} dnoin 1eak sBujuwiea S9AIDSA | aAl9Sa) | saleys jendes
Ssapioyaseys Auouiy | ayy o Buiutepad | ayj 20} jyosd pauiejey RYI0 jeba {Aunseaij| aieyg uopduasaq
[eyo) Aynba jeyoy jsu dnoio

{04n3 jo suoyjuu ut}

Apnba siapjoysseys dnoio) ul sabueyo jo juowoiels

23




24




Notes to the financial statements
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The regulatory framework and the adoption of international accounting
standards (IAS/IFRS)

The European Union (EU) decided to adopt a series of regulatory measures with a view to making
the financial statements of listed companies more comparable.

The EU could have issued a set of European accounting principles, a sort of EURGAAP, to
standardise the different accounting principles used in the various Member States; but instead, the
EU decided to adopt accounting principles that are already internationally recognised, those issued
by the IASB, previously entitled IAS (International Accounting Standards) and in future to be
known as IFRS (International Financial Reporting Standards).

International accounting standards have gone through a profound review, also as a result of requests
on the part of the EU, and certain alternative ways of valuing financial statement items that used to
be granted have now been eliminated, so as to improve the comparability of financial statements.
The objective is to give investors a true and fair view of companies' assets and liabilities, financial
position and results. The evolution of financial markets and the globalisation of the economy has
made it increasingly obvious that accounts have to be prepared on a uniform basis. Indeed, it is only
by using common criteria that financial operators will be able to allocate financial resources to
companies in the most efficient way possible. Companies will then have the advantage of a lower
cost of capital: the lack of comparability and the "nationalisation" of accounting principles
increased financial costs for companies in the European Union because of the accounting risk
inherent in the adoption of different principles for the preparation of financial statements.

The adoption of international accounting standards is subject to formal approval on the part of the
European Union. 1

Art. 6 of Regulation 1606/2002 does in fact lay down that a check has to be made to ensure that
each international accounting standard is compatible with EU law: it is up to EFRAG (the European
Financial Reporting Advisory Group) to evaluate from a technical point of view the international
standards and the related interpretations issued by IFRIC (International Financial Reporting
Interpretation Committee) to encourage their adoption by the EU, if necessary changing the
directives that deal with accounting matters.

EU regulation 1606/2002 of July 19, 2002 requires all companies listed on organised European
stock markets to adopt IAS/IFRS in the preparation of their consolidated financial statement from
January 1, 2005 onwards. For other companies, it is up to the Member States to impose or permit
the use of international accounting standards.

The regulation adds that international accounting standards should only be adopted if they are not
contrary to the EU principle whereby financial statements have to give a true and fair view of a
company's assets and liabilities, financial position and results, and providing they comply with the
criteria of understandability, relevance, reliability and comparability required of financial
information.

International accounting standards were formally approved by the European Union with Regulation
1725 of September 29, 2003 which adopted certain international standards; thirty-two IAS were
adopted, whereas IAS 32 and 39 on financial instruments were deferred for further consideration.
SIC 5, 16 and 17 issued by the Standing Interpretations Committee (SIC) were also excluded.

The Italian Parliament passed Law 306 (Community Law 2003) of October 31, 2003 with which it
exercised the option permitted by EU Regulation 1606/2002 delegating the Government to adopt,
within one year, one or more legislative decrees to implement the faculty mentioned above.
Legislative Decree 38 of February 28, 2005 implements the delegating law just mentioned, laying
down that listed companies obliged by EU Regulation 1606/2002 to prepare consolidated financial
statements in accordance with international accounting standards can prepare the individual
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financial statements of the companies making up the group according to the same standards, starting
in 2005.

Since then, the European Commission has:

e adopted Regulation 707 which approves IFRS 1 "First-Time Adoption of IAS" (April 6, 2004);
e approved, with certain limitations, IAS 39 on financial instruments (November 19, 2004);

o approved IAS 32 and other accounting standards revised by the IASB (December 29, 2004).

The version of IAS 39 approved by the EU is different from the text approved by the IASB as
regards the valuation of liabilities at fair value and the accounting treatment of macrohedges.

The European Central Bank also expressed worries about the unlimited use of the fair value option.
The European Commission's intention was to make available accounting guidelines for the
preparation of financial instruments in time for them to be used in 2005. So as far as the
Commission was concerned, excluding these provisions was an exceptional and provisional
measure, until such time that the questions still in suspense could be resolved.

IASB took these worries into account and proposed an amendment to IAS 39 to reduce the extent of
the fair value option.

The new version envisages this option being used in situations where its application makes it
possible to eliminate or reduce inconsistencies (“mismatches™) on valuation or measurement.

On November 15, 2005 the European Commission approved the IASB's amendment to IAS 39.

CONSOB, with Resolution 14990 of April 14, 2005, has made some amendments to Regulation
11971/1999 in consideration of the changes introduced by the EU Regulation on the application of
international accounting standards.




General information

AEM S.p.A. is a company incorporated under Italian law. AEM S.p.A. and its subsidiaries (“the
Group”) operate essentially in Italy.

The Group is principally involved in the production, sale and distribution of electricity, in the
production, sale and distribution of gas, as well as in the design and laying of fibre optic networks.

The Group's registered office is in Corso di Porta Vittoria 4, Milan, Italy.

The quarterly report of the AEM Group is prepared in millions of euro, which is the functional
currency of the economies in which the Group operates.

The consolidated quarterly report of the AEM Group at March 31, 2006, consisting of the balance
sheet, income statement, cash flow statement, statement of changes in equity and explanatory notes, has
been drawn up in accordance with the provisions of art. 82 of CONSOB Regulation no. 11971 of May
14, 1999 and subsequent amendments. The consolidated quarterly report of the AEM Group at March
31, 2006 is not subject to audit.

The AEM Group has been applying International Financial Reporting Standards (IFRS) from 2005,
following the introduction of EU Regulation no. 1606 of July 19, 2002. The transition date was January
1, 2004 except for IAS 32 and [AS 39, which were adopted from January 1, 2005. The consolidated
accounts at March 31, 2006 have been drawn up on the basis of the same methods of recognition and
measurement as were used for the consolidated financial statements at December 31, 2005. The
comparative figures for 2005 shown in these consolidated accounts have been restated according to
IFRS. The appendix attached to the notes explains the impacts of adopting IFRS on the previously
published figures at March 31, 2005 which were prepared in accordance with Italian GAAP.

Changes in international accounting standards

The accounting policies applied are the same as those of the previous year, except as regards the
adoption of new or revised standards considered obligatory from January 1, 2006.

The changes in accounting policy are the result of adopting the following new or revised accounting

standards:

e IFRS 6 Exploration for and Evaluation of Mineral Resources - The AEM Group applies [FRS 6
through consolidation of the Delmi Group; this principle was already being applied from 2005;

e IFRIC 4: the effects of applying this interpretation from January 1, 2006 are currently being
evaluated. It's main impact is to liken certain types of contracts to finance leases; in any case, it is
felt that the impact on the consolidated financial statements is insignificant.
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Interpretations of IFRS and IFRIC not yet in force

The AEM Group has not applied the following IFRS and IFRIC Interpretations, which have been
published but which are not yet in force:

IFRS 7 Financial instruments: supplementary information
It governs the additional disclosures that have to made on financial instruments in financial statements.

IFRIC 7 Guidance on restatement of financial statements in accordance with IAS 29 “Financial
reporting in hyperinflationary economies”
This standard does not apply to the Group's activities.

IFRIC 8 Scope of IFRS 2
This interpretation clarifies certain aspects of [FRS 2 (Share-based payments).

Amendments

In December 2004, the 1ASB issued an amendment to IAS 19 — Employee Benefits, giving companies
the option to recognise actuarial gains and losses immediately during the period in which they arise, not
through the income statement, but in a specific equity caption. This option can be applied from January
1, 2006. The AEM Group has not applied this amendment in this quarterly report.

Scope of consolidation

The consolidated quarterly report of the AEM Group at March 31, 2006 includes the financial
statements of the parent company AEM S.p.A. and of the Italian and foreign companies in which AEM
S.p.A., directly or indirectly, holds a majority of the voting rights that can be exercised at ordinary
shareholders' meetings. The companies on which the parent company has joint control with other
shareholders have been consolidated on a proportional basis.

Changes in the scope of consolidation

Changes in the scope of consolidation of the Delmi Group

The main changes to the Group's scope of consolidation during the period, which derive from changes

in the scope of consolidation of the Edison Group, concern:

o STEL S.p.A., which was previously fully consolidated, has been put into liquidation. Its
deconsolidation took place from January 1, 2006;

e deconsolidation of the IWH Group, International Water (Tunari) S.ar.l. (proportionally
consolidated) and its subsidiary Aquas del Tunari S.a.; both were sold in January 2006;

¢ consolidation of 100% of Edison Treasury Services following exercise of the call option on April
21, for the purchase of 100% of the investment, booking a liability in the balance sheet for an
equivalent amount.




Consolidation policies and procedures

Consolidation policies

Subsidiaries

The scope of consolidation of the AEM Group includes the parent company, AEM S.p.A., as well as
the companies over which it exercises direct or indirect control. The subsidiaries are consolidated from
the date on which the Group effectively acquires control and are no longer consolidated from the date
on which control is transferred to a company outside of the Group.

Associates

Investments in associates, in other words those in which the AEM Group holds a significant interest
and is able to exercise a considerable influence, are valued under the equity method. Gains or losses
pertaining to the Group are recognised in the consolidated financial statements from the date on which
the Group began to have a significant influence over the company. The investment is deconsolidated if
this significant influence comes to at end.

In the event that the loss pertaining to the Group exceeds the book value of the investment, the book
value is cancelled and any excess loss is provided for to the extent that the Group has legal or implicit
obligations towards the associate to cover its losses or, in any case, to make payments on its behalf.

Joint ventures :

Joint ventures, i.e. investments in companies in which the AEM Group holds joint control together with
third parties, are consolidated on a proportional basis. The consolidated financial statements therefore
includes, line by line, all of such companies' assets, liabilities, revenues and costs in proportion to the
AEM Group's shareholding.

As regards joint ventures, AEM S.p.A. consolidates Edipower S.p.A. on a proportional basis (20%) in
light of the contracts and agreements that exist among the current shareholders. This consolidation
percentage includes the call options (4%) which are considered "as though exercised" at January 1,
2004, which means that they are not subject to valuation in accordance with 1AS 32 and 39.

Consolidation procedures

The financial statements of the subsidiaries, associates and joint ventures consolidated by the AEM
Group have been prepared at each period-end using the same accounting principles as the parent
company. Any items valued on alternative bases are adjusted during the consolidation process to bring
them into line with Group accounting principles. All intercompany balances and transactions, including
any unrealised profits deriving from transactions between Group companies, are eliminated
completely. Unrealised gains and losses with associates and joint ventures are eliminated for the
portion pertaining to the Group. Unrealised losses are eliminated, unless they represent a permanent
impairment. '

In preparing the consolidated financial statements, the assets, liabilities, costs and revenues of the
companies being consolidated are included in their entirety on a line-by-line basis, showing the portion
of shareholders' equity and net profit for the period pertaining to minority interests separately in the
balance sheet and income statement.

The book value of the investment in each of the subsidiaries is eliminated against the corresponding
share of each subsidiary's net equity, including any adjustments to fair value at the date of acquisition;
any difference that arises from this process has to be treated as goodwill and accounted for as such, in
accordance with IFRS 3.
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Accounting policies

Financial statements

The AEM Group presents its income statement by nature, a format that is considered more
representative than the so-called "presentation by destination". This is the same format as the one used
by AEM's major competitors, which is in line with international practice.

For the balance sheet, the Group has adopted a format which separates current and non-current assets
and liabilities, according to para. 51 et seq. of IAS 1.

The statement of cash flows is prepared according to the indirect method.

Basis of preparation

The quarterly report has been prepared on the basis of historical cost, except for financial derivative
instruments, financial assets available for sale and intangible rights such as surplus emission rights and
surplus green certificates, which are shown at fair value. The book value of assets and liabilities
subject to fair value hedges, which would otherwise be shown at cost, are adjusted to take account of
any changes in fair value attributable to the risks being hedged.

Translation of foreign currency items

The functional and presentation currency used by the AEM Group is the euro. Transactions in
currencies other than the euro are initially booked at the exchange rate ruling on the day of the
transaction. Monetary assets and liabilities denominated in foreign currency are translated into euro at
the exchange rate ruling on the balance sheet date.

Non-monetary items valued at historical cost in foreign currency are translated at the exchange rate
ruling on the date when the transaction was first recorded. Non-monetary items shown at fair value are
translated at the exchange rate ruling on the valuation date.

The financial statements of consolidated companies operating in countries that do not form part of the
Euro-zone are translated into euro by applying the exchange rate ruling at the end of the accounting
period to balance sheet items and the average exchange rates for the period to income statement items.
Exchange differences are booked directly to equity and shown separately in a specific equity reserve.
When a foreign affiliate is disposed of, the exchange differences accumulated in a specific equity
reserve are transferred to the income statement.

Property, plant and equipment

Property, plant and equipment are booked at historical cost, including any additional charges directly
attributable the asset and needed to bring it into service (e.g. transport, customs duty, location
preparation expenses, installation and testing costs, notary and cadastral fees and any non-deductible
VAT), increased by the present value of the estimated cost of restoring the location from an
environmental point of view or dismantling the plant, if this is significant and obligatory under current
regulations. If important components of property, plant and equipment have different useful lives, they
are accounted for separately according to the "component approach”, giving each of them its own
useful life for the purpose of calculating depreciation. All plots of land, whether occupied by residential
or industrial buildings or devoid of construction, are not depreciated as they have an unlimited useful
life, except for land used in production activities that is subject to deterioration over time (e.g. landfills,
quarries).

Assets held under finance leases, through which substantially all risks and benefits of ownership are
transferred to the Group, are recognised as Group assets at the lower of fair value and the present value




of minimum lease payments. The corresponding liability to the lessor is shown in the balance sheet
under financial payables.

Property, plant and equipment are shown net of accumulated depreciation and any writedowns.
Depreciation is calculated from the year in which the individual asset enters service and is charged on a
straight-line basis over the estimated useful life of the asset for the business. The useful life of each
asset is reviewed annually and any changes, if needed, are made with a view to showing the correct
value of the asset.

The main depreciation rates used, which are based on technical and economic considerations, are as
follows:

Depreciation rates

- buildings 1.0% - 17.3%
- production plant 1.0% - 33.3%
- transport lines 1.4 % -100.0 %
- transformation stations 1.8% - 33.3%
- distribution networks 1.4% - 33.3%
- miscellaneous equipment 3.3% - 100.0%
- mobile phones 100.0%
- furniture and fittings 10.0% - 25.0%
- electric and electronic office machines 10.0% - 33.3%
- vehicles 10.0% - 25.0%
- leasehold improvements 12.5% -33.3%

Items of property, plant and equipment are subjected to impairment testing if there are specific signs
that they have suffered a loss of value. Impairment testing consists of comparing the recoverable
amount of the asset with its net book value. The recoverable amount of an asset is the higher of the net
selling price and its value in use.

To establish the value in use, the expected future cash flows are discounted at a pre-tax discount rate
that reflects a current market estimate of the cost of money related to the period of time and the specific
risks of the activity in question. For an asset that does not generate completely independent cash flows,
the realisable value is determined on the basis of the cash generating unit (C.G.U.) to which the asset
belong. Impairment losses are booked to the income statement under amortisation, depreciation and
writedowns. Impairment losses are written back if the reasons for them no longer exist.

When an asset is sold or future economic benefits are no longer expected from using the asset, it is
eliminated from the balance sheet and any gain or loss (i.e. the difference between the disposal value
and the carrying value) is booked to the income statement in the year of the elimination.

(¥%)
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Intangible assets

Intangible assets are booked at cost, in the same way as property, plant and equipment.

Intangible assets with a definite useful life are shown net of accumulated amortisation and any
permanent losses of value which are established in the same way as for property, plant and equipment.
Intangible assets are subjected to impairment testing if there are specific signs that they have suffered a
loss of value. Impairment testing consists of comparing the recoverable amount of the asset with its net
book value. :

Intangible assets with an indefinite useful life and those that are not yet available for use are subjected
to impairment testing on an annual basis, whether or not there are specific signs that they have suffered
a loss of value.

Gains or losses on disposal of an intangible asset are calculated as the difference between the disposal
value and the carrying value of the asset and are booked to the income statement at the time of the
disposal.

As regards so-called "emission rights", following EFRAG's failure to approve IFRIC 3 on Emission
Rights and its subsequent withdrawal, there is no specific international accounting standard on this
matter. Until a new standard is issued, the Group has decided to adopt the "gross method", which
involves booking the emission rights assigned under intangible assets at fair value and emission rights
payable under liabilities.

The costs incurred for the acquisition of mineral rights or the extension of existing permits are booked
to intangible assets. If the exploration is subsequently abandoned, the residual cost is written off
immediately to the income statement.

Exploration costs and the costs relating to geological prospecting, explorative soundings, geological
and geophysical surveys, as well as explorative drillings are booked as intangible assets and amortised
100% in the year they are incurred.

The development costs of wells with positive outcomes and the production costs for the construction of
plant for the extraction and storage of hydrocarbons are booked to property, plant and equipment
according to their nature and depreciated using the unit of production (UOP) method.

The costs for the closure of well, abandoning the area, dismantling or removing structures are
capitalised and depreciated using the UOP method.

Investment property
Property and buildings owned to earn rental income are valued at cost net of depreciation (calculated at
rates from 2.0% to 3.2%) and impairment losses.

Impairment of assets

At least once a year, the Group verifies the recoverability of the book value of tangible and intangible
assets, so as to establish whether there are any signs that these assets may have suffered a loss in value
("impairment"). The such evidence exists, the book value of the assets is reduced to their recoverable
value. An intangible asset with a indefinite useful life is tested for impairment every year, or more
frequently if there are signs that the assets may have suffered a loss in value.

When it is not possible to estimate the recoverable value of an individual asset, the Group estimates the
recoverable value of the cash generating unit (CGU) to which the asset belongs.




The recoverable amount of an asset is the higher of its fair value, net of selling costs, and its value in
use. To determine an asset's value in use, the Group calculates the present value of the estimated future
cash flows, before tax, applying a pre-tax discount rate, which reflects current market valuations of the
time value of money and the specific risks to which the asset is exposed. A loss in value is booked if
the realisable value is lower than the book value. If subsequently a loss on an asset, other than
goodwill, is eliminated or reduced, the book value of the asset or of the CGU is raised up to the new
estimate of recoverable value, but without it exceeding the value that the asset would have had without
any impairment loss. Writebacks of impairment losses are booked immediately to the income
statement.

Goodwill

In the case of a business acquisition, the assets, liabilities and contingent liabilities acquired and
identifiable are recognised at their fair value at the date of acquisition. Any positive difference
between the purchase cost and the Group's share of the fair value of such assets and liabilities is
considered to be goodwill and is booked to the balance sheet as an intangible asset. If the difference is
negative, it is treated as negative goodwill and written off to the income statement at the time of the
acquisition.

Goodwill is initially booked at cost. After initial recognition, goodwill is no longer subject to
amortisation; instead, it is subjected to annual impairment testing to see if it has lost value. Goodwill is
then allocated to each of the cash generating units that are expected to benefit from the synergies
deriving from the acquisition. Any loss of value is identified by means of valuations based on the
ability of each unit to generate cash flows to recoup the part of the goodwill that was allocated to it,
using the same methods as were explained in the section on property, plant and equipment. If the value
that can be recouped by a cash generating unit is less than the amount of goodwill allocated to it, the
loss in value is recorded. This loss in value is not written back even if the reasons for it no longer exist.
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Long-term construction contracts in progress

Long-term construction contracts currently in progress are valued on the basis of the contractual fees
that have accrued with reasonable certainty, according to the stage of completion (or "cost to cost")
method, so as to allocate the revenues and net result of the contract to the individual periods to which
they belong, in proportion to the progress being made on the project. Any difference, positive or
negative, between the value of the contracts and the advances received is booked respectively to the
asset or liability side of the balance sheet.

In addition to the contractual fees, contract revenues include any variants, price revisions and incentive
awards to the extent that probably represent actual revenues that can determined with a reasonable
degree of reliability. Ascertained losses are recognised independently of the stage of completion of the
contracts.

Inventories

Inventories of materials and fuel are valued at the lower of weighted average cost and market value at
the period-end. Weighted average cost is determined for the period of reference and for each inventory
code. Weighted average cost includes any additional costs (such as sea freight, customers charges,
insurance, lay or demurrage days in the purchase of fuel) relating to purchases during the period.
Inventories are constantly monitored and, whenever necessary, technologically obsolete stocks are
written down with a charge to the income statement.

Financial instruments
The AEM Group has adopted IAS 32 and 39 from January 1, 2005.
Financial instruments include investments that are available for sale and other non-current financial
assets such as securities that are expected to be held to maturity, non-current receivables and loans,
trade and other receivables originated by the company and other current financial assets such as cash
and cash equivalents.
Assets held for trading also form part of financial instruments.
Cash and cash equivalents include bank deposits, readily negotiable securities used as temporary
investments of surplus cash and financial receivables due within three months.
Financial instruments also include financial payables, trade and other payables, as well as derivatives
(receivable and payable).
Their initial valuation includes issue costs or the transaction costs directly attributable to the purchase.
Purchases and sales of financial assets and liabilities are accounted for as of the transaction date.
The fair valueis calculated according to the following hierarchical scale:
1. Market value
The reference market has to be unrestricted and active, with prices made available to the public on a
regular and continuous basis. If there is more than one market that can provide a price for the object
to be valued, the most convenient one is chosen.
2. Using the prices of similar assets and liabilities
If a market price is not available, the prices of similar assets and liabilities are used.




3. Methods of valuation
In the absence of reliable prices, the fair value is determined by means of generally accepted
valuation models and techniques that can make a reasonable estimate of the market value, such as
discounted cash flow (DCF) and option pricing.

4. Atcost .
In the event that none of the above approaches are applicable, the only point of reference that
remains is cost.

Subsequent valuation depends on the class to which the instrument belongs.

a. Cash and cash equivalents, which are short-term financial commitments convertible into cash
which are well-known and subject to immaterial risk of value fluctuations in a period not exceeding
90 days, including ready cash, and are shown at their face value; for the purposes of the
consolidated cash flow statement, cash is shown net of bank overdrafts at the balance sheet date.

b. Assets held for trading are shown at fair value, booking any changes in value to the income
statement. ‘

c. Assets available for sale, including investments, are shown at fair value. Any gains or losses that
arise are booked directly to an equity reserve and then charged to income when the assets disposal
of. In particular, when the fair value of investmentscannot be reasonably determined, they are
valued according to the other methodologies envisaged by IFRS or at cost, adjusted for any
permanent losses in value, the effect of which is charged to the income statement. The risk deriving
from any losses in excess of the book value of the investment is booked to a special provision to the
extent to which the investor has undertaken to meet the legal or implicit obligations vis-a-vis the
investee enterprise or, in any case, to cover its losses.

d. Current financial assets that the Company intends to hold until maturity are valued at amortised
cost, using the original effective interest rate and discounting the cash flows back to the balance
sheet date at the same rate.

e. Other financial liabilities are valued at amortised cost, while the costs incurred to obtain loans and
any issue premiums or discounts are used to adjust the nominal value of the loan. Financial costs
are calculated according to the effective interest rate method. The fair value option foreseen in the
"Amendments to IAS 39 Financial Instruments: Recognition and Measurement” published by the
IASB in June 2005 has been applied from January 1, 2005 solely to the bond loan issued by AEM
S.p.A. in October 2003: The version of IAS 39 approved by the European Union differed from the
text approved by the IASB in certain provisions regarding unlimited use of the fair value option and
hedge accounting.

The European Central Bank had expressed worries about the unlimited use of the fair value option.
The European Commission's intention was to make available accounting guidelines for the
preparation of financial instruments in time for them to be used in 2005. So as far as the
Commission was concerned, excluding these provisions was an exceptional and provisional
measure, until such time that the questions still in suspense could be resolved.

1ASB took these worries into account and proposed an amendment to IAS 39 to reduce the extent
of the fair value option.

The new version envisages this option being used in situations where its application makes it
possible to eliminate or reduce inconsistencies {“‘mismatches”) on valuation or measurement.

On November 15, 2005 the European Commission approved the IASB's amendment to JAS 39.

f. Assets and liabilities that are being hedged by derivatives are shown at fair value if it is the
price risk that is being hedged (i.e. fair value hedges), at amortised cost or at fair value if it is the
future cash flows that are being hedged (i.e. cash flow hedges).
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g. The AEM Group holds derivatives to hedge its exposure to the risk of changes in the price of
commodities, exchange rates and interest rates. In the event that such transactions, even if
stipulated to hedge risks, do not satisfy the effectiveness test for derivatives foreseen by IAS 39,
they are shown at fair value, booking at gain or loss to the income statement. In accordance with
IAS 39, hedging derivatives can only be treated according to the methods laid down for hedge
accounting when: a) there is a formal designation and documentation for the hedging relationship at
the start of the hedge; b) the hedge is expected to be highly effective; ¢) the effectiveness can be
reliably measured; and d) the hedge is highly effective during various accounting periods for which
it was designated. The hedging derivatives that hedge the risk of fluctuations in the fair value of the
instruments being hedged (fair value hedges, e.g. hedging changes in the fair value of fixed-interest
assets/liabilities), are booked at fair value with the effects being reflected in the income statement;
in the same way, the instruments being hedged are adjusted to reflect changes in the fair value
associated with the risk being hedged. When the derivatives hedge the risk of changes in the cash
flows generated by the instruments being hedged (cash flow hedges, e.g. hedging the variability of
the cash flows generated by floating-rate assets/liabilities because of fluctuations in interest rates),
any variations in the fair value are initially booked to equity and subsequently charged to the
income statement in line with the economic effects produced by the hedged transaction. If a
hedging instrument is closed, but the transaction being hedged has not yet taken place, the
accumulated gains and losses remain in the equity reserve and are only transferred to income when
the transaction is finalised. If the transaction being hedged is no longer considered probable, the
gains and losses still to be realised and booked to the equity reserve are transferred immediately to
income.

Changes in the fair value of derivatives that do not satisfy the conditions to qualify as hedges are
booked to the income statement.

h. Receivables and payables originated by the Company are valued at amortised cost and the valuation
takes account of the collectibility of the receivables. In particular, trade receivables that fall due
within the normal trading terms do not get discounted and are booked at cost (i.e. their face value),
net of any impairment losses that are charged to income. The collectibility of receivables and the
need for any writedowns are reassessed on a quarterly basis. Trade payables that fall due within the
normal trading terms do not get discounted and are booked at cost (i.e. their face value). v

i. Financial assets are accounted for at the settlement date.

Trade payables
Trade payables that fall due within the normal trading terms do not get discounted and are booked at

cost (i.e. their face value).

Financial liabilities

The AEM Group has adopted 1AS 32 and 39 from January 1, 2005. From that date, financial liabilities,
with the exception of derivatives, are initially booked at cost, which corresponds to the fair value of the
liabilities net of transaction costs directly attributable to issuance of the liability in question.

After initial recognition, financial liabilities are valued at amortised cost using the original effective
interest rate method. The valuation of financial liabilities protected by fair value hedges is adjusted to
reflect any changes in fair value associated with the risk being hedged.




Non-current assets held for disposal (Discontinued operations)

Discontinued operations and assets held for sale include assets (or groups of assets being disposed of)

whose book value will be recovered principally by being sold off rather than being continuously used.

Assets held for sale are valued at the lower of net book value and fair value, net of selling costs.

In accordance with IFRS, the figures for discontinued operations are shown as follows:

¢ in two specific balance sheet items: assets held for sale and liabilities directly associated with assets
held for sale;

¢ in one specific income statement item: net profit (loss) on discontinued operations and assets held
for sale.

Employee benefits

Guaranteed employee benefits paid on or after termination of employment through defined-benefit
plans (energy discount, health care or other benefits) or long-term benefits (fidelity bonus) are
recognised in the period when the right accrues.

The liability relating to defined-benefit plans, net of any assets that exist to service the plan, is
determined on the basis of actuarial assumptions and booked on an accrual basis in line with the work
needed to be done to obtain the benefits; the liability is valued by independent actuaries.

Gains and losses arising from the actuarial calculation are charged to the income statement as a cost or
as income; the Group does not apply the so-called "corridor method".

Provisions for risks and charges

The provisions for risks and charges concern costs of a determined nature that definitely or probably
exist, but which at the balance sheet date are uncertain in terms of amount or timing. Such provisions
are recognised when there is a current liability (legal or implicit), deriving from a past event, if it is
likely that resources will have to be spent to satisty the liability and it is possible to make a reasonable
estimate of the amount of the liability.

Provisions are booked for an amount that represents the best estimate of the amount that the Company
would have to pay to extinguish the liability, or to transfer it to third parties, as of the balance sheet
date. If the effect of discounting is significant, the provisions are calculated by discounting expected
future cash flows at a pre-tax discount rate that reflects a current market valuation of the cost of money
over time. If discounting is applied, the increase in the provision due to the passing of time is booked as
a financial expense. If the liability relates to property, plant and equipment (e.g. dismantling and
restoring industrial sites), the provision is booked as a contra-entry to the asset to which it refers; the
expense is then charged to the income statement through the process of depreciating the asset in
question. :

Treasury shares
Treasury shares are booked as a reduction of equity. The par value of the treasury shares is booked as a
separate item as a reduction of shareholders' equity.

Grants

Grants, both from public entities and from externall private entities, are booked at fair value when there
is reasonable certainty that they will be received and that the Company will be able to comply with the
terms and conditions for obtaining them.

Grants received to help cover specific expenses are booked to other liabilities and credited to the
income statement on a systematic basis over the accounting periods needed to match the related costs.
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Contributions received to help cover the cost of specific items of property, plant and equipment are
booked either as a direct reduction of the assets concerned, or to other liabilities and credited over the
period of depreciation of the assets to which they refer.

Operating grants {(given to provide the company with immediate financial aid or as compensation for
costs or losses incurred in a previous accounting period) are charged in their entirety to the income
statement as soon as the conditions for booking the grants are satisfied.

Revenues

Revenues are recognised to the extent that it is possible to establish their fair value on a reliable basis

and it is probable that the related economic benefits will be enjoyed. Depending on the type of

transaction, revenues are recognised on the basis of the following specific criteria:

- revenues from the sale of goods are recognised when the principal risks and benefits of owning the
goods have been transferred to the buyer;

- revenues from the provision of services are recognised according to the stage of completion based on
the same criteria as for contract work in progress. If it is impossible to establish the value of revenues
on a reliable basis, they are recognised up to the amount of the costs incurred, providing they are
expected to be recovered. '

In particular, revenues for the sale and transport of electricity and gas are recognised at the time that the
energy is supplied or the service rendered, even if they are still to be invoiced, and determined by
integrating those based on pre-established meter-reading calendars with suitable estimates. These
revenues are based, when applicable, on the tariffs and related tariff restrictions foreseen by current law
and by the Italian Authority for Electricity and Gas and equivalent organisation abroad in force during
the period of reference’.

Interest
Interest income and expense are booked on an accruals basis according to the interest accruing on the
net value of the related financial assets and liabilities at the effective interest rate.

Dividends
Dividend income is recognised when it is established that the shareholders have a right to receive
payment.

Earnings per share

Basic EPS is calculated by dividing the Group's net result by the weighted average number of shares in
circulation during the year, excluding treasury shares. To calculate diluted EPS, the weighted average
number of shares in circulation is adjusted by assuming that all of the potential shares that could have a
dilutive effect have already been converted. The Group's net result is also adjusted to take account of
the after-tax effects of the conversion.

Financial charges
Financial charges are recognised in the period in which they are incurred.




Income taxes

Current income taxes for the period are based on an estimate of taxable income and in compliance with
current tax regulations; account is also taken of the fact that the Company now files for tax on a Group
basis. '

Deferred tax assets and liabilities are calculated on the temporary differences between the balance sheet
figures shown in the consolidated financial statements and the corresponding figures for tax purposes.
Deferred tax assets have also been recognised on the carry-forward tax losses of the companies that do
not file on a Group basis. Deferred tax assets are only booked when it is likely that they will be
recovered; in other words, when it is expected that sufficient taxable profits will be earned to absorb the
asset. ‘

The recoverability of deferred tax assets is reviewed at each period-end’.

Use of estimates

When preparing the consolidated financial statements and notes according to IFRS, the Company
makes estimates and hypotheses that have an effect on the assets and liabilities shown in the accounts
and on the information regarding contingent assets and liabilities at the balance sheet date. The actual
results could differ from these estimates. Estimates are used to calculate provisions for bad and
doubtful receivables, obsolete and slow-moving goods, depreciation and amortisation; asset
writedowns, employee benefits, taxes, restructuring and other provisions. These estimates and
hypotheses are reviewed periodically and all changes are reflected immediately in the income
statement.

41



42




COMMENTS ON THE FINANCIAL STATEMENTS OF THE GROUP

1. BALANCE SHEET

From September 30, 2005 the scope of consolidation of the AEM Group includes the consolidation
of the Edison Group through Transalpina di Energia S.r.I1.,, which is jointly controlled through Delmi
S.p.A. (hereafter "Delmi Group") with the Electricite¢ de France (EDF) Group; as a result, the figures
at March 31, 2006 are comparable with those at December 31, 2005. Note that the so-called "old
AEM scope of consolidation" refers to the AEM Group without consolidating the Delmi Group.

The scope of consolidation of the AEM Group includes all subsidiaries, consolidated line-by-line, as
well as Plurigas S.p.A. and Edipower S.p.A., which are consolidated on a proportional basis Ecodeco
S.r.1.,, 30% of which was acquired during 2005, is carried at equity.

As foreseen by IFRS 5, the assets and liabilities of Serenissima Gas S.p.A. and Serenissima Energia
S.r.l. have been reclassified to “C) Non-current assets held for sale” and “F) Liabilities directly
associated with non-current assets held for sale". The caption “C) Non-current assets held for sale”
also includes the investment in Mestni Plinovodi d.o.o: held by the parent company.

The balance sheet at March 31, 2006 reports assets of 13,658 million euro and liabilities of 9,835
million euro; shareholders' equity totals 3,823 million euro.

Group net profit for the period came to 108 million euro.

ASSETS

A) NON-CURRENT ASSETS

A1) PROPERTY, PLANT AND EQUIPMENT

Amount at | Changes for the Amount at
period

(in millhions of euro) ‘ 12/31/2005 03/31/2006
Land and buildings ‘ 699 23 722
Plant and machinery ; 5,646 493 6,139
Industrial and commercial equipment 14 - 14
Other property, plant and equipment 64 2 66
Construction in progress and advances 1,070 (563) 507
Total 7,493 45) 7,448

Property, plant and equipment amounted to 7,448 million euro (7,493 million euro at December 31,
2005), down 45 million euro due to the following items:
e 71 million euro of capital expenditure and advances to suppliers during the period under review,
including 6 million euro, as capitalised labour costs, broken down as follows:
- Electricity 46 million euro;
- Gas and Heat 9 million euro;
- Networks and Organised Markets 16 million euro.
e 9 million euro from the sale of assets, net of accumulated depreciation, deriving essentially from
the disposals carried out by Edipower S.p.A.;
o the depreciation charge for the period of 101 million euro;
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6 million euro of other negative changes relating to the reclassification of property, plant and
equipment of Serenissima Gas S.p.A. to “Other non-current assets held for sale” for 14 million
euro, partially offset by other positive changes for 8 million euro, relating to the increase in
charges deriving from the obligation for Edipower S.p.A. to carry out an environmental
restoration.

Capital expenditure during the period concerned:

the Electricity chain, for 46 million euro, of which 16 million euro was for investment in the
hydroelectric plants at Premadio and the new no. 6 Group at the Cassano d'Adda thermoelectric
plant. As regards the Delmi Group, investments were made for 30 million euro on the plants
under construction at Simeri Crichi (CZ), Torviscosa (UD), Altomonte (CS), the repowering of
Edipower's plants at Turbigo (MI) and Mese (SO), as well as the investment relating to the
Ripabottoni (CB) wind farm,;

the Gas and Heat chain, for 9 million euro, of which 4 million euro for work on the plants and
district heating networks in the Milan area and certain neighbouring municipalities. For the
Delmi Group, capital expenditure amounts to 5 million euro and refers to works carried out in
Italy, such as development of the gas deposit at Candela and the construction of the Caverzere-
Minerbio gas pipeline;

the Networks and Organised Markets chain, for 16 million euro, involving work on the 220 kv
and 130 kv lines at Porta Venezia station, extension of the medium and low tension networks,
refurbishing of transformer and isolator cabins, modernisation of internal systems, laying
medium and low pressure pipes, fitting of risers and measuring devices, excavation and laying
of cable ducts, as well as the purchase and laying of optical fibre.

The overall value of property, plant and equipment includes 507 million euro (1,070 million euro at
December 31, 2005) of construction in progress and advance payments with changes during the
period of 563 million euro, detailed as follows:

48 million euro of capital expenditure during the period made up principally for 15 million euro
of works on the power plants at Premadio (SO) and Cassano d’Adda (MI) and non-routine
maintenance work on the San Giacomo dam (SO). Work has also continued to extending the
electricity, gas and heat networks in the Milan area and in certain neighbouring municipalities.
The other 33 million euro relate to consolidation of the Delmi Group's investments;

611 million euro of changes relating to the reduction in construction in progress following the
start-up of the thermoelectric plant at Altomonte (CS) and Edipower's plant at Piacenza.

No impairment indicators were noted during the first three months of 2006, so there is no need to
make any adjustments to the value of property, plant and equipment.

Law 266 of December 23, 2005 (Budget Law 2006) on major water off-take concessions for
hydroelectric generation provided for an automatic 10-year extension subject to proof of
effectiveness of suitable investments in plant modernisation that improve their energy and
environmental performances; a surcharge also has to be paid. This proof has to be documented within
6 months prior to expiry of the concession and will be checked by local authorities. For plants that
comply with the new regulations, the way that depreciation is calculated has been changed.

“Plant and machinery” includes the costs involved in the obligatory environmental restoration of the
thermoelectric production areas of Edipower S.p.A., for 13 million euro. These costs have been
discounted and the effect of this is reflected in the income statement under financial charges.




Property, plant and equipment include 127 million euro of leased assets, of which 85 million euro
relate to consolidation of the Delmi Group, booked in accordance with IAS 17 (revised). The total
value of residual debt included in "payables and other financial liabilities" amounts to 54 million

€uro.

Property, plant and equipment are almost all located in Italy and their value does not include any

capitalised financial charges.

A2) INVESTMENT PROPERTY
Amount at Changes for Amount at
the period

(in millions of euro) 12/31/2005 03/31/2006
Investment property 24 - 24
Investment property at March 31, 2006 consists of land and buildings not held for the Group's
business purposes; they amount to 24 million euro and all relate to consolidation of the Delmi
Group. ‘
A3) INTANGIBLE ASSETS

Amount at Changes for the Amount at

period

(in millions of euro) 12/31/2005 03/31/2006
Industrial patents and intellectual property rights 19 () 18
Concessions, licences, trademarks and similar rights 248 4) 244
Goodwill 1,972 (10) 1,962
Assets in process of formation 3 (1) 2
Other intangible assets 391 (20) 371
Total 2,633 (36) 2,597

Intangible assets at March 31, 2006 total 2,597 million euro compared with December 31, 2005,

showing a decrease of 36 million euro, as a result of:

o 7 million euro of capital expenditure carried out during the period, of which 1 million euro
relating to the Services chain and 6 million euro deriving from consolidation of the Delmi Group,

mainly for the gas and heat chain;

o 18 million euro for the sale of excess green certificates at December 31, 2005 booking the higher

value to the income statement;

e 10 million euro due to reclassification of the portions of goodwill relating to Serenissima Gas
S.p.A. and Serenissima Energia S.r.]. to Non-current assets held for sale;
e 3 million euro for the excess green certificates at March 31, 2006;
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e 6 million euro for the excess emission rights at March 31, 2006;

e 6 million euro for other negative changes of the Delmi Group;

e 18 million euro of amortisation for the period, including 16 million from consolidation of the
Delmi Group.

The consolidated portion of the Delmi Group relating to other intangible assets amounts to 361
million euro and comprises licences and similar rights, including the valuation of "take or pay"
hydrocarbons supply contracts in compliance with the Purchase Price Allocation according to IFRS
3. :
Moreover, investments relating to the costs involved in research and exploration of hydrocarbon
deposits were fully amortised during the period, except for the portion of costs that were capitalised
in accordance with IFRS 6.

Goodwill amounts to 1,962 million euro at March 31, 2006, and refers to the following:

Millions of euro Balance at March 31, 2006

Enel Distribuzione S.p.A.'s business 110

AEM Calore & Servizi S.p.A. 4

Edipower S.p.A. 2

Delmi Group ' 1,846

Total 1,962
A4) INVESTMENTS

Investments in associates valued at equity

Amount at Changes for Amount at
the period
(in millions of euro) 12/31/2005 03/31/2006
Investments in associates valued at equity 115 (6) 109

Investments at March 31, 2006 have decreased compared with December 31, 2005 by a net of 6
million euro due to the reclassification of the investment in Mestni Plinovodi d.o.0. to non-current
assets held for sale, as required by IFRS 5.




AS5) OTHER NON-CURRENT FINANCIAL ASSETS

OTHER NON-CURRENT FINANCIAL ASSETS Amount at Changes for | Amount at
‘ the period
(in millions of euro) 12/31/2005 03/31/2006
Financial assets held to maturity 1 - 1
Loans and receivables } 28 - 28
Financial assets available for sale 284 27 311
Other financial assets ‘ 1 (1) -
Total other non-current financial assets 314 26 340

The other non-current financial assets at March 31, 2006 amount to 340 million euro (314 million
euro at December 31, 2005) and the increase compared with December 31, 2005, of 26 million euro,
refers substantially to the increase in financial assets available for sale due in particular to the
valuation at fair value of the investments in ATEL SA and AEM Torino S.p.A., as well as the change
in share capital of the companies in which the Delmi Group has an interest.

The investments included under long-term financial assets, both consolidated and non-consolidated,
and the investments carried at equity or at fair value method are listed in attachments 3, 4, 5, 6 and
7 to the explanatory notes).

A6) NON-CURRENT DERIVATIVES

Amount at Changes for Amount at
the period
(in millions of euro) 1 12/31/2005 03/31/2006

Non-current derivatives 1 1 2

At March 31, 2006 they amount to 2 million euro and refer to commadity derivatives relating to the
proportional consolidation of Plurigas.

A7) DEFERRED TAX ASSETS
Amount at Changes for Amount at
the period
(in millions of euro) 12/31/2005 03/31/06
Deferred tax assets 262 2 264

This caption amounts to 264 million euro, a rise of 2 million euro compared with December 31,
2005 and refers to amounts due from the tax authorities for deferred tax assets (IRES and IRAP),
arising from the temporary differences between the net profit shown in the financial statements and
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taxable income, which will reverse in future periods. Deferred tax assets have been calculated on
the basis of the tax rates expected to be in force when the temporary differences that generated them
will reverse.

A8) OTHER NON-CURRENT RECEIVABLES

Amountat | Changes for | Amount at
the period
(in millions of euro) 12/31/2005 03/31/06
Other non-current receivables 151 (8) 143

Other non-current receivables amount to 143 million euro (151 million euro at December 31, 2005).
The decrease compared with December 31, 2005 of 8 million euro is due to a reduction in the
consolidated non-current receivables of the Delmi Group, and refer to principally to tax rebates
requested, including accrued interest as of March 31, 2006.

A9) RESTRICTED OR PLEDGED DEPOSITS

Amount at | Changes for | Amount at
the period

(in millions of euro) 12/31/2005 03/31/06

Restricted or pledged deposits 5 - 5

This caption, which is the same as at December 31, 2005, shows a balance of 5 million euro and
relates exclusively to the consolidation of the Delmi Group; they are amounts of money deposited
to guarantee timely reimbursement of the short and long-term instalments relating to project
financing according to the commitments signed with the financing entities.

A10) OTHER NON-CURRENT ASSETS

Amount at | Changes for | Amount at
the period

(in millions of euro) 12/31/2005 03/31/06

Other non-current assets - 3 3

This caption shows a balance of 3 million euro relating to the proportional consolidation of
Edipower S.p.A. and refers to costs already incurred but pertaining to future periods.




B) CURRENT ASSETS

B2) INVENTORIES
Amount at Changes for the Amount at
' period
(in millions of euro) ‘ 12/31/2005 03/31/2006
Inventories | 202 (113) 89

Inventories at March 31, 2006 amount to 89 million euro (202 million euro at December 31, 2005).
The overall decrease of 113 million euro is mainly due to the decline in fuel stocks, reflecting the
seasonal nature of the Group's activity.

B3) CURRENT FINANCIAL ASSETS

Amountat |Changes for the] Amount at
period
(in millions of euro) 12/31/2005 03/31/2006
Investments held for trading , 14 2 16
Other financial assets 1 - 1
Financial assets due from related parties 1 - 1
Total current financial assets 16 2 18

This caption at March 31, 2006 amounts to 18 million euro; the increase compared with December
31, 2005 is due to the investments, defined as trading investments for IFRS purposes, held by the
Delmi Group in quoted companies such as AMGA S.p.A., ACEA S.p.A., ACEGAS S.p.A. and
ACSM S.p.A.

B4) CURRENT DERIVATIVES

Amount at Changes for Amount at
the period
(in millions of euro) 12/31/2005 03/31/2006

Current derivatives 75 17 92

At March 31, 2006 this caption amounts to 92 million euro (75 million euro at December 31, 2005).
Compared with December 31, 2005 there has been an increase of 17 million euro relating for 12
million euro to the change in derivatives of the Delmi Group and for 5 million euro to the increase
in commodity derivatives of the "old scope" of the AEM Group.

Details on derivatives are provided in the section on “Other information”.
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BS5) TAXES RECEIVABLE

Amount at Changes for the Amount at
period
(in millions of euro) 12/31/2005 03/31/2006
Taxes receivable 63 (27) 36

At March 31, 2006 this caption amounts to 36 million euro (63 million euro at December 31, 2005)
with a decrease compared with the end of the previous year of 27 million euro that is essentially due
to a decline in the VAT credit.

B6) TRADE AND OTHER RECEIVABLES

Amount at Changes for the Amount at
period

(in millions of euro) 12/31/2005 03/31/2006
Receivables from customers
Receivables from customers 1,447 333 1,780
Reserve for bad and doubtful accounts (55) 21 (34)
Total receivables from customers - 1,392 354 1,746
Receivables from affiliates
- parent entity : 63 3 68
- associates 30 15 45
Total receivables from affiliates 95 18 113
Other receivables
- due to the Electricity Equalisation Fund 38 13 51
- advances to suppliers 2 1 3
- miscellaneous receivables 177 (13) 164
Total other receivables 217 1 218
Total 1,704 373 2,077

At March 31, 2006 trade and other receivables amount to 2,077 million euro (1,704 million euro at
December 31, 2005), a rise of 373 million euro mainly due to an increase in receivables from
customers from the sale of electricity and gas. The part of the increase deriving from the Delmi
Group amounts to 218 million euro.

At March 31, 2006 the reserve for bad and doubtful accounts amounted to 34 million euro, a
decrease of 21 million euro compared with the end of the previous year as a result of the decrease in
the reserve for bad and doubtful accounts of the Delmi Group. This reserve is considered adequate
to cover the risk.



B7) CASH AND CASH EQUIVALENTS

Amount at Changes for the Amount at
: period
(in millions of euro) ” 12/31/2005 03/31/2006
Bank and postal deposits 185 89 274
Cash and cash equivalents ’ 7 - 7
Receivables for financial transactions 50 9 59
Total , 242 98 340

Liquid funds at March 31, 2006 amount to 340 million euro (242 million euro at December 31,
2005) including the consolidation of the Delmi Group, 239 million euro.

Receivables for financial transactions of the Delmi Group, amounting to 59 million euro (50 million
euro at December 31, 2005), refer to Government securities which can be sold immediately.

Cash at bank includes interest accrued but not yet credited at the period-end.

B) OTHER CURRENT ASSETS
Amount at Changes for Amount at
the period
(in millions of euro) 12/31/2005 03/31/2006
Other current assets 21 9 30

These amount to 30 million euro (21 million euro at December 31, 2005) and refer to income
pertaining to the period but collectible in future periods, and costs incurred before the closure of the
period but pertaining to future periods.

C) NON-CURRENT ASSETS HELD FOR SALE

Amount at Changes for Amount at
the period
(in millions of euro) 12/31/2005 03/31/2006

Non-current assets held for sale - 41 41

These amount to 41 million euro and refer to non-current assets held for sale, in particular
Serenissima Gas S.p.A., Serenissima Energia S.r.]l. and the parent company's 41.11% interest in
Mestni Plinovodi d.o.o., which has been valued at the lower of book value at the time of the
reclassification and fair value net of selling costs. This led to a writedown of 6 million euro. The
other assets are shown at book value at the time of the reclassification.
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On March 6, 2006, ACSM S.p.A and AEM S.p.A. signed a letter of intent on the basis of which
they will negotiate the definitive contracts for the completion of the transaction which, subject to
approval by the competent bodies of the Municipality of Como, foresees the transfer to ACSM of
the investments held by AEM in Serenissima Gas S.p.A., Serenissima Energia S.r.l. and Mestni
Plinovodi d.o.0., all of which operate in the sale or distribution of gas (the "Transaction™).

Under this letter of intent, AEM will transfer to ACSM:

e no. 742,961 of the 936,000 voting shares of Serenissima Gas S.p.A., equal to 79.38% of the
voting shares and 71.44% of the share capital,

e a portion of the value of euro 71,400.00 representing 71.44% of the share capital of Serenissima
Energia S.r.1 (a further 10% of the company is held by Serenissima Gas S.p.A.);

e an investment representing 41.11% of the share capital di Mestni Plinovodi d.o.o..

In exchange for the transfer of the shareholding in Serenissima Gas S.p.A., ACSM will resolve an
increase in capital reserved for AEM, assigning to it 9,374,125 newly issued ACSM ordinary shares
of par value 1 euro each, representing 20% of ACSM's post-increase share capital.

As a result of this transaction, the quota held by ACSM's current shareholder of reference, the
Municipality of Como, will come to around 40.5%.

ACSM and AEM will also stipulate a purchase/sale contract for the transfer of the investments held
in Serenissima Energia S.r.1. and Mestni Plinovodi d.o.o. for 7.095 million euro in cash.

The effectiveness of the letter of intent is subject, on the one hand, to approval on the part of the
competent bodies of the Municipality of Como of all of the executive stages of the Transaction
(including the proposed amendments to the Articles of Association and stipulation of the
shareholder agreement) and, on the other, confirmation from CONSOB that completion of the
Transaction and stipulation of the shareholder agreement will not oblige the Municipality of Como
and AEM to launch an obligatory takeover bid for all of the shares of ACSM. Execution of the
Transaction is also subject to the consent of the other main shareholders of Mestni Plinovodi d.o.o0.,
namely Azienda Mediterranea Gas e Acqua S.p.A and SIMEST S.p.A, for the investment to be sold
to ACSM and for it to take over all of the rights and obligations currently held by AEM under the
current arrangements.

This entire process ought to be completed by the end of the first half of 2006.
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D) SHAREHOLDERS' EQUITY

Shareholders' equity, which at March 31, 2006 amounts to 3,823 million euro (3,673 million euro at

December 31, 2005), is detailed in the table below:

Amount at

Amount at Changes for
the period

(in millions of euro) 12/31/2005 03/31/2006
Equity pertaining to the Group:

Share capital 936 0 936
(Treasury shares) (23) 0 (23)
Legal reserve 85 0 85
Other reserves 310 12 322
Retained earnings 99 262 361
Net profit for the year 242 (242) 0
Net profit for the period 108 108
Total equity pertaining to the Group 1,649 140 1,789
Minority interests 2,024 10 2,034
Total shareholders’ equity 3,673 150 3,823

D1) SHARE CAPITAL

At March 31, 2006 the sharé capital totals 936 million euro and consists of 1,800,047,400 shares

with a unit value of 0.52 euro each.

D3) TREASURY SHARES

At March 31, 2006 this caption shows an amount of 23 million euro and refers to 14,841,850
treasury shares purchased during the previous years; there have been no changes compared with
December 31, 2005. This item has been deducted from equity in accordance with IFRS.

D4) LEGAL RESERVE

The legal reserve at March 31, 2006 amounts to 85 million euro, the same as the previous year as

the previous year's net profit has not yet been allocated.
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IAS/IFRS transition reserve

This reserve, amounting to 14 million euro at March 31, 2006 (15 million euro at December 31,
2005), includes the cumulative effects of revaluations and writedowns deriving from first-time
application of international accounting standards.

IAS reserves
At March 31, 2006 these total 53 million euro (20 million euro at December 31, 2005) and include
all the impacts of the valuations carried out after first-time adoption of IAS/IFRS. Changes during

the period amount to 33 million euro.

Other reserves

These total 255 million euro (275 million euro at December 31, 2005) and principally refer to the

extraordinary reserve deriving from allocation of a portion of retained earnings not distributed by
AEM S.p.A.. The decrease compared with December 31, 2005 of 20 million euro is due to the
Delmi Group's use of these reserves to cover prior year losses.

D6) RETAINED EARNINGS

This caption shows a positive balance of 361 million euro (99 million euro at December 31, 2005)
and includes consolidation adjustments to values booked in previous years' financial statements of
group companies, and retained earnings and losses carried forward by subsidiaries. The increase of
262 million euro is due to the net profit for the year 2005 not yet allocated, as well as the prior loss
coverage by the Delmi Group.

D7) NET PROFIT FOR THE PERIOD
Net profit amounts to 108 million euro and includes the result for the period.
D8) MINORITY INTERESTS

At March 31, 2006 this totals 2,034 million euro (2,024 million euro at December 31, 2005) and
represents the portion of capital, reserves and net result pertaining to minority interests of Delmi
S.p.A., Serenissima Gas S.p.A. and Serenissima Energia S.r.l., as well as to minority interests of the
Edison Group consolidated through Transalpina di Energia S.r.1.

The minority interests in AEM Elettricita S.p.A., AEM Gas S.p.A., AEM Trasmissione S.p.A. and
AEM Energia S.p.A. are not significant, as AEM S.p.A. holds 99.99% of their share capital.
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E1) NON-CURRENT LIABILITIES

El1 - 1) Medium/long term financial liabilities

Amount at Changes for the Amount at
period

(in millions of euro) 12/31/2005 03/31/2006
Non-convertible bonds 2,026 (18) 2,008
Due to banks 2,637 (136) 2,501
Due to other providers of finance 293 (D 292
Derivatives - 5 5
Finance lease payables : 45 @) 43
Total 5,001 (152) 4,849

Medium/long-term financial liabilities amount to 4,849 million euro (5,001 million euro at
December 31, 2005) and show a decrease of 152 million euro deriving mainly from the Group's
lower medium/long-term debt exposure to banks, a decrease in the fair value of the non-convertible
bond loan issued by AEM S.p.A. in October 2003, partly offset by the inclusion of the non-current
liabilities for derivatives of the Delmi Group.

The section "Other informatien" illustrates the nature and the content of medium/long-term loans.

El - 2) Deferred tax liabilitiés

Amount at Changes for the Amount at

. period
12/31/2005

(in millions of euro) 03/31/2006

Deferred tax liabilities 936 4 940

This caption includes the adjustments deriving from the changes foreseen exclusively by the tax
regulations when preparing the tax returns of the individual companies compared with their
financial statements as far as IRES and IRAP (corporate and regional income tax) are concerned.
Deferred tax assets have been calculated on the basis of the tax rates expected to be in force when
the temporary differences that generated them will reverse.

The increase of 4 million euro refers essentially to the provisions affecting the result for the year
adjusted by the decrease in the consolidated deferred tax liabilities of the Delmi Group.
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Amount at Changes for | Amount at
the period
(in millions of euro) 12/31/2005 03/31/2006
Employees benefits 200 (D 199

At March 31, 2006 this caption amounts to 199 million euro (200 million euro at December 31,
2005) with the following changes during the period:

Amount at | Provision | Utilisations | Other | Amount at

(in millions of euro) 12/31/2005 Changes | 03/31/2006
Severance indemnities 106 2 (1) (1) 106
Payments in lieu of notice 0 0
Employees benefits 94 H 93
Total 200 2 2) (1) 199
El - 4) Provisions for charges and risks

Amount at Provisions Utilisations Other Amount at
(in millions of euro) 12/31/2005 changes | 03/31/2006
Provisions for charges and risks 618 43 (64) 4 601

The balance on these provisions at March 31, 2006 amounts to 601 million euro (618 million euro
at December 31, 2005). The decrease compared with 31 December 2005, 17 million euro, is
essentially due to the difference between the provisions and utilisations made during the period,
especially the consolidated risk provisions of the Delmi Group, which were affected by utilisations
taken from the provision made to cover contractual charges for the Porto Marghera site.

E1 - 5) Other non-current liabilities

(in millions of euro)

Amount at

12/31/2005

Changes for the Amount at
period

03/31/2006

Other non-current liabilities

216

219




At March 31, 2006 they amount to 219 million euro (216 million euro at December 31, 2005) and
refer to the payables due to the financing shareholders of Edipower S.p.A. in relation to the put
options for the 4% pertaining to AEM S.p.A., including accrued interest for the period, as well as
consolidation of the Delmi Group of 123 million euro, mainly for payables related to the put options
for the purchase of 10% of Edipower, as well as interest-bearing guarantee deposits paid by

customers under gas supply contracts.
E2) CURRENT LIABILITIES

E2 — 1) Trade and other payables

Amount at Changes for the Amount at
period

(in millions of euro) 12/31/2005 03/31/2006
Advances 76 (D 75
Trade accounts payable 1,074 98 1,172
Trade payables to related parties 5 (D 4
- To the parent entity 3 - 3
- To associates 2 (1) !
Payables to social security institutions 21 (6) 15
Other payables 269 4 265
Total 1,445 86 1,531

Trade and other payables amount to 1,531 million euro (1,445 million euro at December 31, 2005)
and show an increase of 86 million euro deriving mainly from the increase in trade payables, partly

offset by a decrease in amounts due to social security institutions and other current payables.

E2 - 2) Tax liabilities

Amount at Changes for the Amount at
period
(in millions of euro) 12/31/2005 03/31/2006
Tax liabilities 102 110 212

Tax liabilities amount to 212 million euro (102 million euro at December 31, 2005) with an increase
of 110 million euro due to an increase in current taxes (IRES and IRAP) for the period, an increase
in the amount due to the Treasury and to local authorities for taxes on electricity and gas
consumption, higher payables for local taxes and greater liabilities to the tax authorities for VAT.
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E2 - 3) Short-term financial liabilities

Amount at Changes for the Amount at
» period

(in millions of euro) 12/31/2005 03/31/2006
Due to banks 922 134 1,056
Due to other providers of finance 55 8) 47
Derivatives 27 13 40
Finance lease payables 11 0 11
Financial payables to related parties 70 ) 61
Total 1,085 130 1,215

Short-term financial liabilities amount to 1,215 million euro (1,215 million euro at December 31,
2005) for an increase of 130 million euro relatmg principally to higher financial liabilities on the

part of the Delmi Group.

E2 - 5) OTHER LIABILITIES

(in millions of euro)

- The section "Other information" illustrates the nature and the content of short-term loans.

Amount at

12/31/2005

Changes for the
period

Amount at

03/31/2006

Other liabilities

45 5

50

At March 31, 2006 this caption amounts to 50 million euro (45 million euro at December 31, 2005)
and refers essentially to services that have already been invoiced but pertaining to future periods.

F) LIABILITIES DIRECTLY ASSOCIATED WITH NON-CURRENT ASSETS HELD FOR SALE

Amount at | Changes for | Amount at
the period
(in millions of euro) 12/31/2005 03/31/2006
Liabilities directly associated with non-current assets - 19 19
held for sale

These amount to 19 million euro and refer to liabilities that are due to be disposed of as required by
IFRS 5, in particular Serenissima Gas S.p.A. and Serenissima Energia S.r.l. as discussed under

point "C" of assets.




2. INCOME STATEMENT

From September 30, 2005 the scope of consolidation of the AEM Group includes the consolidation
of the Edison Group through Transalpina di Energia S.r.1., which is jointly controlled through Delmi
S.p.A (hereafter called "Delmi Group"); as a result, the figures at March 31, 2006 are not directly

comparable with those at March 31, 2005.

The scope of consolidation of the AEM Group includes all subsidiaries, consolidated line-by-line,
as well as Plurigas S.p.A. and Edipower S.p.A., which are consolidated on a proportional basis.
Ecodeco S.r.l., 30% of which was acquired during 2005, has been carried at equity since June 30,
2005. As required by IFRS 5, the net results of Serenissima Gas S.p.A and Serenissima Energia
S.r.l. and the valuation of the parent company's investment in Mestni Plinovodi d.o.0. are shown

under the heading “Net result of non-current assets held for sale”.

1) REVENUES

Revenues at March 31, 2006 amount to 2,019 million euro (607 million euro at March 31, 2005).

The breakdown of the more important revenue items is as follows.

REVENUES

(millions of euro) 03.31.2006 03.31.2005

1.1 Revenues from sales:

- Sale of electricity 1.207 302
- Distribution, transport and measurement of electricity 73 36
- Sale of heat 42 15
- Sale and distribution of gas to customers and other 529 175
companies

- Sales of fuel 28 10
- Water sold to civil customers 5

Total revenues from sales 1,884 538
1.2 Revenues from services:

- Services on behalf of customers and third parties 39 43
- Services rendered to the parent entity 5 6
- Services to associates |

Total revenues from services 44 49
1.3 Revenues from long-term contracts

1.4 Other operating income

- Connection contributions 3 4
- Excess risk provisions 2

- Other revenues 44 11
- Hedging income on operating derivatives 53 14
- Hedging charges on operating derivatives -11 -9
Total other revenues and income 91 20
TOTAL REVENUES 2,019 607
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Total revenues from sales amount to 1,884 million euro (538 million euro at March 31, 2005) for an
increase of 1,346 million euro compared with March 31, 2005 principally due to consolidation of
the Delmi Group for 1,202 million euro. The increase revenues from sales of the "old scope” of the
AEM Group, 144 million euro, is attributable to higher revenues for sales and distribution of
electricity, gas and heat, which incorporated the price rises for energy raw materials on international
markets, which offset the lower sales of fuel to Edipower's industrial partners.

Revenues from services on behalf of customers and third parties amount to 44 million euro (49
million euro at March 31, 2005) for a decrease of 5 million euro mainly due to the decrease in
revenues for services to customers, especially AEM Calore & Servizi S.p.A., partly offset by the
consolidation of the Delmi Group for 9 million euro.

Other operating income amounts to 91 million euro (20 million euro at March 31, 2005) of which
63 million euro refers to consolidation of the Delmi Group. This caption includes revenues per
connection contributions, surplus risk provisions, other revenues which mainly refer to the valuation
of excess green certificates and emission rights, as well as out-of-period income for differences on
provisions made in previous years.

This caption also includes hedging income/charges on operating derivatives, of which 39 million
euro relates to consolidation of the Delmi Group, which mainly refers to differential contracts on
commodities, as well as differential contracts for the sale of electricity stipulated with the Sole
Buyer, including the fair value at March 31, 2006.

2) OTHER OPERATING INCOME

OTHER OPERATING INCOME

(millions of euro) 03.31.2006 03.31.2005
Other operating income 28 -
Total other operating income 28 -

Other operating income amounts to 28 million euro and refers to the consolidation of the other
operating income of the Delmi Group, mainly concerning the recovery of costs for services
provided to joint titleholders of hydrocarbons exploration projects and other revenues of an
operating nature.



3) OPERATING COSTS

Operating costs at March 31, 2006 amount to 1,574 million euro (388 million euro at March 31,
2005). The main items in this caption are commented on below.

OPERATING COSTS

(millions of euro) 03.31.2006 03.31.2005

3.1 Raw materials and consumables used

- Purchases of power and fuel 1,151 276
- Change in inventories of fuels 40 26
- Demineralised industrial water 4

- Purchases of materials 21 7
- Change in inventories of materials -3

- Hedging income on operating derivatives -1 -1
- Hedging charges on operating derivatives 2 4
Total raw materials and consumables used 1,214 312
3.2 Services

- Electricity delivering and transmission charges 112 20
- Subcontracted work 43 16
- Services 32 16
- Services from associates 3 2
Total services used 190 54
3.3 Changes in inventories of finished goods and work in 63 -1
progress

3.4 Other operating costs

- Use of third-party assets 9 2
- Use of assets of the parent entity 1 1
- Taxes and water fees 25 8
- Other charges 42 11
- Hedging charges on operating derivatives 30 1
Total other operating costs 107 23
TOTAL OPERATING COSTS 1,574 388

The cost of purchasing raw and other materials and goods amounts to 1,214 million euro (312 ~
million euro at December 31, 2005) and increased by 902 million euro compared with March 31,
2005. This increase is attributable for 815 million euro to consolidation of the Delmi Group and for
87 million euro to higher costs for purchases of fuel for production purposes of the "old scope" of
the AEM Group, due to a combination of higher quantities bought and higher unit purchase costs

related to the trend in raw material prices on international markets.
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Services used cost 190 million euro (54 million euro at March 31, 2005) with an increase of 136
million euro due mainly to consolidation of the Delmi Group for 132 million euro, whereas the
costs of other Group companies shows an increase of 4 million euro.

The changes in inventories of finished products and contract work in progress at March 31, 2006
come to a total 63 million euro (-1 million euro at March 31, 2005), mainly for the change in
inventories and work in progress of the Delmi Group.

Other operating costs at March 31, 2006 come to 107 million euro (23 million euro at March 31,
2005), of which 83 million euro for consolidation of the Delmi Group. This caption consists of
costs for the use of third-party assets, taxes, water taxes and fees, other charges that mainly refer to
the purchase di green certificates, out-of-period expenses and underprovisions. This caption also
includes hedging charges for operating derivatives relating to the Delmi Group.

4) LABOUR COSTS

At March 31, 2006, labour cost, net of capitalised costs, amounts to 62 million euro (37 million
euro at March 31, 2005), of which 25 million euro refer to the Delmi Group, as detailed below:

LABOUR COSTS

(millions of euro) 03.31.2006 03.31.2005
Wages and salaries 42 24
Social security charges 14 9
Severance indemnities 3 2
Retirement benefits and similar provisions

Other costs 3 2
Total labour costs 62 37

5) GROSS PROFIT FROM OPERATIONS

In consideration of the above, consolidated gross profit from operations at March 31, 2006 totals
411 million euro (182 million euro at March 31, 2005).



6) DEPRECIATION AND AMORTISATION, PROVISIONS AND WRITEDOWNS

Amortisation, depreciation, provisions and writedowns at March 31, 2006 amount to 150 million

euro (40 million euro at March 31, 2005) and are made up as follows:

AMORTISATION, DEPRECIATION, PROVISIONS AND
WRITEDOWNS

(millions of euro) 03.31.2006 03.31.2005
Amortisation of intangible assets 18 1
Depreciation of property, p]ant and equipment, of which: 101 34
- 1. ordinary depreciation 88 31
- 2. depreciation of transferable assets 13 3
Total amortisation and depreciation 119 35
Other writedowns of non-current assets
Writedown of receivables included among current assets and 4 3
liquid funds | |
Provisions for risks and charges 27 2
Total amortisation, depreciation, provisions and writedowns 150 40

This caption increased by 110 million euro of which million euro was due to consolidation of the
Delmi Group, as well as to an increase in provisions for risks and charges principally in connection

with charges deriving from the regulations on CO; emissions.

Amortisation of intangible assets and depreciation of property, plant and equipment show an
increase of 84 million euro, of which 81 million euro related to consolidation of the Delmi Group,
and 3 million euro to higher depreciation during the period under review.

Writedowns show an increase of 1 million euro, principally due to consolidation of the Delmi

Group.

Provisions for risks and charges have increased by 25 million euro, of which 18 million euro related
to consolidation of the Delmi Group. These higher provisions relate mainly to charges deriving

from the regulations on CO; emissions.

7) PROFIT FROM OPERATIONS

The profit from operations amounts to 261 million euro (142 million euro at March 31, 2005).
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FINANCIAL COSTS

Net financial costs amount to 43 million euro (- 10 million euro at March 31, 2005) of which 39
million euro for consolidation of the Delmi Group. The more significant details are reported below.

FINANCIAL COSTS

(millions of euro) 03.31.2006 03.31.2005

8) Income/losses from revaluations of financial assets available for sale

- Income from revaluations of financial assets 2 1

- Losses from revaluations of financial assets

Total income/losses from revaluations of financial assets 2 1

available for sale

10) Other gains (losses) from derivatives

- Gains on financial derivatives 31 7

- Charges on financial derivatives 23

Total other gains/losses on derivatives 8 7

12) Financial charges

- Interest expense on current account with the parent entity

*)

- Other: 58 19
Interest on bond loans 15 6
Miscellaneous income 43 13

Total financial charges 58 19

13) Income (losses) from financial assets

13.1) Dividend income

13.2) Income from receivables/securities included in non-

current assets

13.3) Income from receivables/securities included in current 6 1

assets

13.4) Exchange gains and losses -1

Total income (losses) from financial assets 5 1

TOTAL FINANCIAL COSTS -43 -10

(*) amount less than 1 million euro




Gains/losses on remeasurement of financial assets show a positive balance of 2 million euro
(positive balance of 1 million euro at March 31, 2005), mainly due to consolidation of the Delmi
Group.

Other gains and losses on derivatives show a positive balance of 8 million euro (7 million euro at
March 31, 2005) and are made up of gains on derivatives, 31 million euro (7 million euro at March
31, 2005), which refer to the positive impact of the fair value of the derivatives hedging the interest
rate risk of the bond loan and AEM S.p.A.'s revolving lines of credit, as well as consolidation of
gains on financial derivatives of the Delmi Group, 12 million euro; partially offset by charges on
derivatives, 23 million euro, which mainly refer to the equity swaps taken out by Delmi S.p.A. to
limit the risk of fluctuations in the price of Edison S.p.A.'s shares, as well as consolidation of the
Delmi Group.

Financial charges total 58 million euro (19 million euro at March 31, 2005). The increase of 39
million euro is due to consolidation of the Delmi Group for 34 million euro and to higher charges
for 5 million euro as a result of the increase in thé Group's debt exposure.

Income from financial assets totals 6 million euro at March 31, 2006 (1 million euro at March 31,
2005). The increase of 5 million euro mainly refers to consolidation of the Delmi Group, whereas
other financial income is substantially unchanged. This income is essentially interest on bank
deposits and interest on other receivables. Exchange losses amount to 1 million euro (zero at 31
March 2005) and relate to consolidation of the Delmi Group.

15) GAINS AND LOSSES ON VALUATION OF INVESTMENTS AT EQUITY

(millions of euro) 03.31.2006 03.31.2005

Gains and losses on valuation of investments at equity -1 -

At March 31, 2006 this caption was negative for 1 million euro and related to the valuation of the
Delmi Group's associates at equity and the valuation of the investment in Ecodeco S.r.1. which had
not yet been acquired at March 31, 2005.
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16) GAINS (LOSSES) ON DISPOSAL OF PROPERTY, PLANT AND EQUIPMENT

(millions of euro) 03.31.2006 03.31.2005

Gains (losses) on disposal of property, plant and equipment -

At March 31, 2006 the balance on this caption is less than 1 million euro, whereas at March 31,
2005 it was negative for 1 million euro

17) OTHER NON-OPERATING INCOME

This caption at 31 March 2006 amounts to 6 million euro (zero balance at 31 March 2005) and
refers to income deriving exclusively from consolidation of the Delmi Group in connection with the
settlement of tax disputes, for which the risk provision turned out to be higher than the final amount
agreed.

Note that this item refers to income not directly related to the Group's industrial or financial
operations.

18) OTHER NON-OPERATING COSTS

At March 31, 2006 this item shows a negative balance of 20 million euro (zero balance at March 31,
2005) and refers to the integration of risk provisions for certain disputes that arose during the year,
deriving exclusively from consolidation of the Delmi Group.

Note that this item refers to charges not directly related to the Group's industrial or financial
operations.



20) INCOME TAX EXPENSE

Income tax expense

(millions of euro) 03.31.2006 03.31.2005
Current taxes 82 33
Deferred tax assets ‘ -4 -5
Deferred tax liabilities -4 18
Total income tax expense ‘ 74 46

Income tax for the period is calculated as follows, based on current accounting principles and
consolidation policies:

82 million euro (33 million euro at March 31, 2005), of which 33 million euro relating to
consolidation of the Delmi Group, as current taxes for the period (IRES and IRAP);

a negative amount of 4 million euro (5 million euro negative at March 31, 2005), deriving from
the reversal of deferred tax assets previously booked by AEM Group "old scope” companies for
3 million euro, less 7 million euro on consolidation of the Delmi Group. These taxes have been
calculated on temporary differences between the net profit shown in the financial statements and
the taxable income of each Group company;

adjusting the taxes mentioned above, deferred tax liabilities show a negative balance of 4
million euro (positive for 18 million euro at March 31, 2005), deriving from tax provisions
made by the "old scope” of the AEM Group for 7 million euro against the provisions made off
the books in accordance with art. 109 of DPR 917/86, while consolidation of the Delmi Group
shows a negative balance of 11 million euro, mainly attributable to utilisations related to the
depreciation of property, plan and equipment not allowed for tax purposes following the Delmi
Group's application of the fair value option during first-time adoption of IAS/IFRS.

22) NET RESULT OF NON-CURRENT ASSETS HELD FOR SALE

This is negative for 5 million euro and refers to the net result for the quarter of non-current assets
held for sale, in particular Serenissima Gas S.p.A. and Serenissima Energia S.r.l. adjusted for the
writedown of the parent company's 41.11% investment in Mestni Plinovodi d.o.0., which has been
remeasured at fair value net of selling costs. At March 31, 2005 the net result was positive for 2
million euro.

25) GROUP NET PROFIT FOR THE PERIOD

The Group net profit, net of tax and minority interests (-16 million euro) comes to 108 million euro
(87 million euro at March 31, 2005).
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Guarantees and commitments with third parties

Guarantee deposits received

The guarantees deposited by subcontractors, guarantees issued by credit institutions to ensure proper
execution of work, and sureties issued by credit institutions to guarantee contracts relating to the
signing of commercial papers amount to 277 million euro (201 million euro in the previous year).

Guarantees and commitments with third parties

These amount to 297 million euro (251 million euro at December 31, 2005) and refer to guarantee
deposits lodged as security for commitments to third parties and to sureties given.

As regards the investment in Edipower S.p.A., note that as part of the refinancing of Edipower, the
AEM Group took a commitment to the associate to pay certain amounts by way of capital and/or a
subordinated loan to guarantee the positive outcome of the repowering plan, both as regards any
increases in investment costs and in the timing of the plan's completion, and as regards the power,
efficiency and performance of the plants after the repowering plan (coverage of cost overruns,
defects liability and underperformances).

Moreover, in connection with the tolling contract and the “power purchasing agreement”, the AEM
Group is responsible for the commercial obligations taken on by Edison Trading and AEM Trading
versus Edipower, but only for situations of serious non-performance or insolvency (270 million
euro).

Note also that the Edipower shares have been pledged to a pool of banks as security for the loans
granted by them.

In connection with the personal guarantees given, we would point out the commitment to pay in
capital and/or a subordinated loan for Edipower's financial requirements in connection with the
repowering plan (Repowering Equity Contribution Agreement), for an amount of 23 million euro.

The commitment taken in favour of Simest S.p.A., a minority shareholder of Mestni Plinovodi
d.o.0., for the purchase of 50% of the interest currently held by Simest S.p.A. (17.543%) on June
30, 2009. The purchase price has been irrevocably agreed between the parties, as the higher
between the cost incurred by Simest S.p.A. for the acquisition of the investment (1.5 million euro)
and the company's net equity at June 30, 2009.

The call option for the other 70% of the shares in Ecodeco S.r.l. has been valued at zero, based on
an estimate of its fair value.



Guarantees and commitments with third parties of the Delmi Group

Personal guarantees given
The value of the personal guarantees shown, namely 763 million euro, represents the potential,
undiscounted amount of the commitment at the balance sheet date. In particular, there are:

e 303 million euro of guarantees issued by Edison S.p.A. to customers of Tecnimont S.p.A.
(295 million euro) and Protecma S.r.l. (11 million euro) for supply contracts subscribed;

e 386 million euro of guarantees issued by Edison S.p.A. in favour of the Milan Tax Office on
behalf of subsidiaries for the compensation of the VAT receivable, on behalf of subsidiaries
for the intercompany transfer of tax credits;

e for 74 million euro of guarantees issued by Edison S.p.A. in favour of banks for project
financing, loans and credit lines granted to Group companies.

Secured guarantees given

The value of real guarantees shown here, 779 million euro, represents the value of the asset or the
right given in guarantee at the balance sheet date. They include real guarantees given to a pool of
banks as security for loans shown in the balance sheet of Serene (49 million euro). Cancellation of
the pledge has been requested following the refinancing of Serene.

The other real guarantees given for liabilities shown in the balance sheet for 730 million euro refer
essentially to mortgages and liens on thermoelectric plants as security for the loans granted, of
which 328 million euro relates to mortgages on debt waiting to be cancelled.

The Group has stipulated long-term contracts with third-party entities for the purchase of natural
gas. ‘

Other information

Treasury shares

In accordance with article 2428 of the Italian Civil Code, we would point out that at March 31, 2006
AEM S.p.A. holds 14,841,850 treasury shares, which were purchased during 2004. At March 31,
2006 the subsidiaries and associates do not hold any shares in the parent company, AEM S.p.A., nor
have they made any purchases or sales of such shares during the course of” the year. The unit
nominal value of these shares 1s 0.52 euro.

Risk management

Responsibility for risk management (exchange I‘lSk commodity price risk, interest rate risk and
credit risk) lies with two functions.

The Energy Risk Management function, which reports to the Group CFO, handles the various risk
factors that exist in the energy market (price and exchange rate risk on commodities and credit risk),
whereas the Group Finance and Administration Department manages liquidity risk, interest rate
risk, equity risk, if its exists, and any residual exchange rate risk, which is marginal compared with
that handled by the Energy Risk Management function.
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1) Risk factors in the energy market: commodity price risk.exchange rate risk and credit risk

The economic and financial results of the AEM Group's core business operations are exposed to a

series of risks:

e price risk is related to changes in the market value of a commodity. It consists of the possible
negative effects that a change in the market price of one or more commodities could have on the
Company's prospective earnings;

e volume risk is linked to a reduction in the economic margin associated with a purchase and sale
transaction due to a change in the quantity or quality of the underlying volumes; :

e counterparty risk is the risk that AEM's customers may not honour their obligations at the due
date.

In January 2005, the AEM Group developed its own “Energy Risk Policy”, after formal approval by
the Board of Directors of AEM S.p.A. Responsibility for the control and management of risk limits,
which are decided annually by the Board of Directors, has been delegated to the Energy Risk
Commission (ERC), chaired by the Managing Director of the AEM Group. It uses the services of a
unit entitled Energy Risk Management, which was set up in AEM S.p.A. reporting directly to the
Group CFO. The objective of the Energy Risk Management unit is control over risk profiles and the
adoption of measures to keep them within the limits permitted by the Energy Risk Policy.

Within the ambit of the risk management strategy approved by the ERC, the Group CFO can
impose any action that may be needed to maintain the AEM Group's risk profile within its official
limits. The priority objective of energy risk management is to protect the Group's gross margin,
which is subject to risk because of market price fluctuations. The use of commodity derivatives is
only permitted to limit the AEM's Group's exposure to adverse price trends on raw material
markets, as laid down by the ERP..

The AEM Group takes steps to optimise its energy portfolio (purchases and sales of gas and
production/purchase and sale of electricity, hedging of price risk, etc) based on the desired
risk/return profile.

The hedging of price risk by means of derivatives focused on protection against high volatility of
energy prices on the power exchange (IPEX), on stabilising electricity margins on the wholesale
market with particular attention being paid to energy sales at fixed prices, and on stabilising price
differences (Sales/Purchases) deriving from various indexing mechanisms for the price of gas.
Commodity and currency hedging contracts were also taken out with the main national and
international operators in the sector so as to protect the margin on fixed-price sales (at a price not
index-linked to energy products and currencies) of gas and electricity and to protect 100% of the
margin coming from other sales, with the objective of bringing the limits back within the amounts
laid down in the ERP. Valuing these hedges of the AEM Group at fair value at March 31, 2006 was
positive for 0.3 million euro, whereas the overall result realised in 2006 was a gain of 0.8 million
euro. The fair value of the forward points on the currency hedges (euro/dollar exchange rate) that do
not qualify as hedging transactions, at March 31, 2006 was positive for 1.1 million euro.

The notional amount of the hedging contracts outstanding at March 31, 2006 for commodities and
for hedging the risk on the euro/dollar exchange rate was 359 million euro.

2) Interest rate risk. equity risk. liquidity risk and residual exchange rate risk.

Exchange rate risk is the possibility of incurring losses because of an unfavourable change in

exchange rates.
Interest rate risk is the possibility of incurring losses because of an unfavourable change in interest

rates.



Equity risk is the possibility of incurring losses based on an unfavourable change in the price of
shares.

In order to limit liquidity risk, which is the risk of having to make unexpected cash outlays without
having sufficient financial resources, the company has stipulated short/medium term revolving
committed lines of credit with banks for a total of 2,450 million euro. This amount guarantees that
the company has sufficient funds to cover any financial requirements that might arise over the next
few years. ‘

Interest rate risk is linked to; medium and long-term loans and has a different impact depending on
whether the loan is fixed or floating rate.

In fact, if the loan is floating rate, the interest rate risk is on the cash flow; if the loan is fixed rate,
the interest rate risk is on the fair value (e.g. if market rates rise above the rate paid on the bonds,
the bond price will go down). Indeed, there is an inverse correlation between a loan's price and its
yield to maturity. ‘

It is up to the Group Finance and Administration Department to identify and propose suitable
strategies to limit these types of risk.

At March 31, 2006, before consolidation of the Delmi Group, the structure of the AEM Group's

medium and long-term debt was as follows:

e 28% consisted of floating-rate loans,

e 1% consisted of fixed-rate loans,

o 71% of the loans were hedged, even if this cover did not fully satisfy the effectiveness test
required by IFRS to apply hedge accounting.

The loans that were hedged were made up as follows:

¢ bond loan of 500 million euro with a fixed coupon of 4.875%;

e a loan from the Cassa Depositi e Prestiti, residual debt at March 31, 2006 of 318 million,
floating rate (average of 6-month Euribor measured in November and May);

e 600 million euro of revolving lines, floating rate (6-month Euribor).

The hedging policy adopted by the Group is designed to minimise any losses connected to
fluctuations in interest rates in the case of floating rate loans and to minimise the higher cost of
fixed rate loans compared with floating rate ones (the so-called “negative carry™).

This policy makes it possible to transform the fixed rate, Euribor and Euribor average into a floating
rate within a collar with barrier, so as to limit:

e interest rate fluctuations with well defined limits, in the case of floating rate

e the negative carry compared with the Euribor (floating), in the case of fixed rate.

This policy has been applied to the bond loan, the loan from the Cassa Depositi e Prestiti and the
revolving committed lines of credit.

As regards the exchange rate risk on purchases and sales other than those of commodities, the AEM
Group does not consider it necessary to take out specific hedges as the amounts involved are quite
small, they are paid or collected within a short period of time and any imbalance is immediately
offset by a sale or purchase of foreign currency.
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Derivatives

On interest rates

With reference to the 500 million euro bond issue maturing in October 2013, AEM S.p.A has
adopted suitable financial strategies to transform the fixed rate (net of the issue spread) into a
floating rate based on 6-month Euribor, whose value is limited to within a collar with a barrier
option. The fair value of the derivative at March 31, 2006 is positive for 20.4 million euro.

The fair value of the bond loan, applying the “fair value option”, at March 31, 2006, came to 515.0
million euro.

With reference to the loan granted by the Cassa Depositi e Prestiti, with due date June 2013 AEM
S.p.A has adopted suitable financial strategies to set the floating rate within a collar with a barrier
option. The fair value of the derivative at March 31, 2006 is positive for 0.4 million euro.

With reference to the revolving committed lines of credit falling due on 2012, AEM S.p.A has
adopted suitable financial strategies to fix the floating rate within a collar. The fair value of the
derivative at March 31, 2006 is positive for 13.2 million euro.

On equities

With reference to the investment in AEM Torino S.p.A., on May 13, 2005 AEM S.p.A. concluded a
“Total Return Hedging Equity Swap” for 6,890,000 ordinary shares to hedge the risk of changes in
their market value. At March 31, 2006, the valuation of the cash flow hedge at fair value generated
a loss in the income statement of 1.6 million euro.

The AEM Group has stipulated equity swaps through its subsidiary Delmi S.p.A. on 164,428,890
ordinary shares of Edison S.p.A.

Delmi S.p.A. has also stipulated a flexible forward agreement with a financial counterparty which
has the right, but not the obligation, to buy Edison S.p.A. ordinary shares at a price of 1.71 per
share up to a maximum of 16,241,500 Edison S.p.A. ordinary shares with maturity November 24,
2008.

As regards the equity swaps on Edison S.p.A. ordinary shares, these are not hedges, but transactions
designed to take advantage of any capital gains on the appreciation of the Edison stock price, which
is quoted on the Milan Stock Exchange.

Delmi S.p.A. will receive from the counterparties amounts equal to any dividends paid by Edison
S.p.A. on the underlying shares.

For the equity swaps the banks will receive a remuneration that is partly variable, based on the time
period of the transaction, among other things, and a fixed commission.

At March 31, 2006, the valuation of the equity swaps and flexible forward agreement is negative for
16.7 million euro.

Commodity derivatives

All contracts are designed to protect the AEM Group from the risk of fluctuations in the market
prices of certain raw materials.

The fair value of the cash flow hedges has been classified on the basis of the underlying derivative
contracts as per IAS 39. Group companies have stipulated two-way differential contracts
adjudicated on November 14 and 15 at an auction called by Acquirente Unico S.p.A., and
differential contracts with G.R.T.N. assigned on the basis of the DM of December 24, 2005. There
are also contracts to hedge the risk of volatility in the fee for the use of transport capacity (CCC) for
2006 assigned by Terna S.p.A. starting on January 1, 2606.



The contracts not considered hedges for the purposes of IAS 39 include the one-way differential
contracts adjudicated at an auction called by Acquirente Unico in December 2004 and subsequently
renewed; as far as the AEM Group is concerned, these are hedging contracts, even if they cannot be
treated as such for hedge accountingpurposes under IFRS.

The use of financial derivatives is regulated by the AEM Group's Energy Risk Policy and is
designed to limit the risk of the AEM Group being exposed to fluctuations in the market prices of
the raw materials that it needs, based on a cash flow management strategy involving cash flow
hedges.

Their valuation at fair value, in the absence of a forward market curve, has been estimated
internally, using models based on industry best practice.
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Risk management at the Delmi Group/Transalpina di Energia Group/Edison Group
The Delmi Group 1s made up of Delmi S.p.A., Transalpina di Energia S.r.1. and the Edison Group.

Delmi is exposed to equity risk because of the equity swaps on 164,428,890 ordinary shares of
Edison S.p.A.

Transalpina di Energia S.r.l. is exposed to interest rate risk of which 81% has been hedged by
means. of interest rate swaps.

The Edison Group's activity is exposed to various types of risk, including interest rate, exchange
rate, price and cash flow risk. In order to minimise these risks, the Group uses derivatives as part of
its risk management activity, while generally speaking derivative or similar instruments are not used
or held purely for trading purposes.

All of this is placed within the ambit of precise directives, especially of an organisational nature,
which regulate the Edison Group's Risk Management activity and to this end procedures have been
introduced to control all transactions involving derivatives. In this area, all risk management
operations are handled centrally, with certain minor exceptions that regard Edipower, which
manages its own essentially financial risks.

Interest rate risk

Group strategy is to maintain a balance between the fixed and floating component of interest rates
so as to mitigate the effects of any changes in market rates.

The exposure to interest rate risk at March 31, 2006 can be put at around 44% of the Edison Group's
total exposure, even though there are hedging structures in place that currently involve the
application of a floating rate.

The larger medium/long-term positions have been hedged, as have the main financial operations
relating to bond loan issues and project financing, especially at Edipower where the hedging
strategy is to reduce the risk component. A structure of financial derivative products has therefore
been implemented within an interest rate corridor between 3% and 4.20%.

Exchange rate risk

Except as explained below under price risk, the Edison Group is not particularly exposed to
exchange rate risk, and what little there is can be said to be concentrated in the translation of the
financial statements of certain foreign subsidiaries, as generally speaking the operating companies
have currency revenues and costs that more or less offset each other.

Price risk

The Edison Group is exposed to price risk, including the related exchange risk, on all of the energy
commodities that it handles, namely electricity, natural gas, coal, crude oil and refined products, as
both purchases and sales are affected by fluctuations in the prices of these energy commodities,
either directly or through formulas and indexing.

As regards price risk management, the Group's policy is to minimise the need for recourse to
financial markets for hedging purposes by exploiting vertical and horizontal integration of the
various lines of business.

To this end, the Group above all plans all physical balancing of volumes for its sales of physical
energy commodities on the markets for the various deadlines by means of its own production assets
and its portfolio of outstanding contracts, both medium/long term and spot.

The Group then pursues a policy of homogenisation between the physical sources and uses, so that
the formulas and indexing to which energy commodity sales are linked reflect as far as possible the
formulas and indexing of the Group's costs, i.e. its purchases of energy commodities on the markets
and the procurement for its own production assets.



To manage the residual risk, the Group can use structured hedges on financial markets based on a
cash flow hedging strategy. Hedging transactions can be used to block the margin on an individual
transaction or on a limited set of identical transactions (called "operational hedging"), or it can be
used to protect a maximum level of exposure to price risk calculated centrally on the total net
portfolio of the Group, of an entire legal entity of the Group or, in any case, of a set of physical and
contractual assets that are relevant for the company as a whole (so-called "strategic hedging").
Operations in hedging derivatives are carried out in compliance with AEM's risk managementpolicy
and procedures with the support of a specific deal capture system.

Credit risk

This is the risk that one of the parties to a contract involving deferred settlement does not comply
with their payment obligation, generating a financial loss for the other party.

This risk may stem from purely technical/commercial or administrative/legal factors (disputes over
the nature/quantity of the goods or services supplied, the interpretation of contractual clauses, the
related invoices, etc.) or from typically financial factors, i.e. the so-called "credit standing" of the
counterparty.

For Edison, exposure to credit risk is principally tied to the selling of electricity and natural gas on
the free market. |

In order to keep this risk under control, the Edison Group has established a dedicated structure, laid
down Credit Management Guidelines and implemented procedures and methods of evaluating
customers (which also involves the use of suitable scoring matrices).

Lastly, as regards the choice of counterparties for the management of temporary cash surpluses, the
Group only uses those that have a particularly secure profile and a high international standing.

Liquidity risk

The Edison Group has a prudent liquidity risk management policy. This is the strategy designed to
ensure that cash outlays, particularly unexpected ones, do not create serious problems for the
Group. The minimum objective is to provide the Company with the committed lines of credit that it
needs to reimburse any debt falling due over the next twelve months,

The Group's financial requirement is therefore ensured by long-term funding raised mostly through
the bond market (around 48% of total net debt).

Analvysis of forward transactions and derivatives

The Group's use of financial derivatives is designed to protect its physical and contractual assets
from fluctuations in the prices of the risk factors to which the Group is exposed, particularly energy
commodities (gas, oil and oil derivatives, coal and electricity) and the euro dollar exchange rate,
based on a strategy of cash flow hedges.

As regards their classification in the financial statements, these transactions meet the compliance
requirements as per IAS 39 for the application of hedge accounting. For all hedging transactions
that meet the requirements of compliance with the internal risk policy and procedures and pass the
effectiveness test as cash flow hedges, the results accrued to date and the prospective value,
calculated at fair value, have been included in the gross profit from operations, whereas the
differentials on transactions that are not considered hedges are included in financial income and
charges. The valuation of financial derivatives for electricity at fair value, in the absence of a
forward market curve, has been estimated internally, using models based on industry best practice.




Analysis of forward transactions and derivatives
Instruments outstanding at March 31, 2006
A) On interest and exchange rates

The following analyses show the oufstanding amounts of derivative contracts stipulated and not
expired at the balance sheet date, by maturity.

(millions of euro) Notional value
Notional value Notional value

maturity within 1 year maturity in maturity beyond 5 years
1to 5 years

to be received to be paid

Interest rate risk management
- cash flow hedges as per'AS 36 738 508

- not considered hedges as per IAS 39 3,616 1,256

Total derivatives on interest rates 4,354 1,764

Exchange rate risk management

- considered hedges as per IAS 39

On commercial transactions

On financial transactions

- not considered hedges as per IAS 39

On commerciol transactions
151 17
On financial transactions

Total exchange rate derivatives 151 23

Equity risk management
- considered hedges as per IAS 39 13
- not considered hedges as per IAS 39 281

Total equity derivatives 294 -




B) On commodities

The following is an analysis of the commodity derivative contracts outstanding at the balance sheet
date for the purpose of managing the risk of fluctuations in the market prices of certain raw
materials.

Unit of measurement Notional value with
of the notional value  maturity within one year

Energy product price risk management

A. cash flow hedges as per IAS 39, including:

- Electricity ThWwW 11
- Qil : bbl 110,000
- Other commodities tonnes 244,550
- Exchange rate , million dollars 163

B. fair value hedges as per IAS 39

C. not considered hedges as per IAS 39, including:

C.T margin hedges

- Electricity : Thw 2
- Liquid pas, ail bbt 1,068,229
- Coal ‘ tonnes 4,370

C.2 trading transactions

- Electricity } Thw 1
- Liguid gas, oil ; bbl 50,500
- Other commodities tonnes 6,200

- Exchange rate (forward points) . million dollars 163




Balance sheet and income statement effects of activity in derivatives during 2006

The following is an analysis of the effects on the balance sheet and income statement of derivatives
management

Balance sheet figures

(in millions of euro)

ASSETS
A) NON-CURRENT ASSETS , 2
A0) Non-cﬁrrent derivatives 2
B) CURRENT ASSETS 92
B2) Inventories 0
B4) Current derivatives 92
TOTAL ASSETS 94
E) LIABILITIES
E1) NON-CURRENT LIABILITIES : 5
Ei- 1) Medium/long-term financial liabilities 5
- Amounts due to banks 0
- Derivatives 5
E2) CURRENT LIABILITIES 43
E2- 3) Short-term financial liabilities 43
- Amounts due to banks 3
- Derivatives 40
TOTAL LIABILITIES 48




Income statement figures

(in millions of euro) Realised Change in fair | Amounts booked
value during the to the income
period statement
1) REVENUES AND OTHER OPERATING INCOME
Energy product price risk management
- considered hedges as per 1AS 39 37 0 37
- not considered hedges as per IAS 39 3 2 5
Total (1) 40 42
3) OPERATING COSTS
Energy product price risk management
- considered hedges as per 1AS 39 -28 -29
- not considered hedges as per 1AS 39 -2 -2
Total (3) -30 -31
TOTAL BOOKED TO GROSS PROFIT FROM 10 11
OPERATIONS
10) OTHER INCOME (LOSSES) FROM DERIVATIVES
Energy product price risk management
- Trading income : 0 0
- Trading charges 0 0
Margin on trading in commodities ' 0 0
Interest rate and equity risk management, including:
A.Financial income ‘
- considered hedges as per 1AS 39 0 0
- not considered hedges as per 1AS 39 0 31 31
Total financial income (A) 0 31 31
B. Financial charges
- considered hedges as per 1AS 39 0 -1
- not considered hedges as per JAS 39 -9 -13 -22
Total financial charges (B) ‘ -9 -14 -23
Margin on interest rate and equity management (A+B) -9 17 8
13) INCOME (LOSSES) FROM FINANCIAL ASSETS
Exchange rate risk management, including:
A. Exchange gains !
- considered hedges as per IAS 39 0 0
- not considered hedges as per 1A§ 39 0 0
Total exchange gains (A) 0 0
B. Exchange losses
- considered hedges as per IAS 39 ' 0 0
- not considered hedges as per IAS 39 0 -1
Total exchange losses (B) 0 -1
Margin on exchange rate risk management (A+B) 0 -1
TOTAL BOOKED TO FINANCIAL COSTS -9 16 7
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Bank borrowings and amounts due to other providers of finance

The following are all the figures relating to bank borrowings and amounts due to other providers of
finance:

Book Portions Portions 03/31/08  03/31/09 03/31/10 03/31/11 beyond

balance maturing maturing
(amounts in 03/31/06 within 12 beyond 12
millions of euro) months months
Bonds 2,008 2,008 753 - 99 385 771
Non-banking 453 118 335 53 71 47 43 121
loans
Bank loans 3,557 1,056 2,501 530 996 56 49 870
TOTAL 6,018 1,174 4,844 1,336 1,067 202 477 1,762

Covenants

AEM S.p.A.'s bank debt of 150 million euro at floating rate with maturity August 2006

Covenant - AEM S.p.A undertakes to ensure that its financial conditions and those of the other
Group companies are such that the ratio between net financial indebtedness and gross profit from
operations is lower than 6.5 and that the rating given to the Company by Standards & Poor’s is
equal to or higher than BBB-.

The loan falls due in August 2006.

AEM S.p.A.'s bank debt of (a) 100 million euro at floating rate with maturity September 2012 and
(b) 85 million euro at floating rate with maturity June 2018

The Company's non-subordinated, unsecured long-term debt has a credit rating clause which

requires it to maintain a long-term rating of not less than investment grade for the entire duration of

the loan.

If this commitment is not met, there are capital, economic and financial covenants linked to its

Debt/Equity ratio, Debt/Gross Profit ratio, and Gross Profit/Financial Charges ratio. These

covenants will be evaluated by the Company every twelve months based on the consolidated

financial statements.

Revolving committed lines of credit

AEM S.p.A. has stipulated a number of committed lines of credit with various financial institutions
for a total of 2,450 million euro.

These lines are not subject to any covenants nor does a specific level of rating have to be
maintained.




Delmi Group debt

As regards the consolidated debt of the Delmi Group, the bank borrowings of Transalpina di
Energia S.r.1. are not subject to any financial covenants.

As regards the Edison Group, deterioration or elimination of Edison's rating does not trigger off any
automatic requirement to repay the loan. This applies both to bond loans and to bank borrowings.
As for financial covenants, which are obligations to comply with certain minimum or maximum
financial ratios, there are none attached to any of the Group's bond loans, whereas for a portion of
the bank debt relating to Edison and its subsidiaries, the part involved amounts to around 300
million euro. The types of financial ratios that are taken into consideration refer to gross profit from
operations in relation to net debt and financial charges.

Edipower debt
With specific reference to the loan of Edipower S.p.A. of 2,300 million euro, at floating rate and

with maturity September 2008, were Edison S.p.A. or AEM S.p.A. to lose the minimum rating
associated with investment grade, no obligation would arise for Edipower S.p.A. to repay the loan
in advance. The only requirement would be for Edison and AEM to come back into line with the
financial covenants. In the case of violation of these financial covenants, after a period of
observation, Edison and AEM would have to pay the amount guaranteed by them under the
Completion Equity Contribution Agreement and the Repowering Equity Contribution Agreement.
The financial covenants of Edipower S.p.A. refer to the ratio between gross profit from operations
and financial charges, the ratio between net debt and gross profit from operations, and a minimum
level of gross profit from operations.

In March 2006 Edipower S.p.A. did in fact ask the pool of financiers for permission not to comply
with certain contractual limits other than the financial covenants. The company is still waiting for a
positive reply.

Concessions

The following table shows the main concessions obtained by the AEM Group:

Concession Authority Maturity

Authorisation issued with provisional certificate 1404 | Ministry of Public Works | 07.28.2013
of 8.5.1986 for the Braulio hydroelectric plant

Concession issued with Interministerial Decree 1449 | Ministry of Public Works | 12.31.2010
of 4.8.1959 extended under Decree 79/1999 (“Bersani
Decree”) for the San Giacomo hydroelectric plant
(San Giacomo Dam)

Concession issued with Interministerial Decree 352 of | Ministry of Public Works { 07.28.2013
01.22.1957 for the Premadio 1 hydroelectric plant

Concession issued with Interministerial Decree 1971 | Ministry of Public Works | 12.31.2043
of 06.08.1962 for the Premadio 2 hydroelectric plant

Concession issued with Interministerial Decree 1332 | Ministry of Public Works | 11.15.2016
of 7.17.1964 for the Grosio hydroelectric plant

Concession issued with Interministerial Decree 2758 | Ministry of Public Works [ 12.31.2010
of 10.21.1948 extended under Decree 79/1999

(“Bersani Decree”) for the Lovero hydroelectric plant

81




Concession issued with Interministerial Decree 4023 | Ministry of Public Works | 12.31.2010
of 9.24.1940 extended under Decree 79/1999
(“Bersani Decree”) for the Stazzona hydroelectric
plant

Concession issued with Interministerial Decree 3255 | Ministry of Public Works 12.31.2010
of 6.23.1958 extended under Decree 79/1999
(“Bersani Decree”) for the Fraele hydroelectric plant

Authorisation issued with provisional certificate 2597 | Ministry of Public Works | 12.31.2010
of 11.16.1982 extended under Decree 79/1999
(“Bersani Decree”) for the Grosotto hydroelectric
plant

Concession issued with Resolution of the Regional | Regional Council 01.31.2007
Council 25068 of 1.18.1997 for the Boscaccia
hydroelectric plant

Concession agreement for the distribution of|Ministry of Industry 12.31.2030
electricity stipulated on May 2, 2001 between the
Ministry of Industry and AEM Distribuzione Energia
Elettrica S.p.A. (AEM Elettricita S.p.A.) in the
Municipalities of Milan and Rozzano

Delegation agreement for management of the public | Municipality of Milan For the

gas and district heating network services stipulated on same period

12.3.1996 between the Municipality of Milan and as the

AEM S.p.A., now in the name of AEM Gas S.p.A. duration of
the
Company
*)

®) Pursuant to the Marzano Decree and, as clarified by the Note of the Ministry of Productive
Activities of 11.10.2005 "Clarifications regarding delegations and concessions for natural gas
distributions as per art. 15 of Decree 164 of 5.23.2000, as amended by art. 1, para. 69, of Law 239
of 8.23.2005", the expiry date of the concession for the gas distribution service has been brought
forward to 12.31.2011.

AEM Gas S.p.A. and Serenissima Gas S.p.A. also have concessions/agreements for management of
the gas and heat distribution service in various municipalities in Northern Italy. AEM S.p.A. holds
the concession for the urban illumination and traffic lights service in the Municipality of Milan,
whereas AEM Elettricita S.p.A. holds concessions in some neighbouring municipalities




The following information relates to the concessions obtained by the Delmi Group/Edison Group:

Residual life
Number from to
Storage concessions 2 9 19
Hydroelectric concessions 70 3 26
Distribution concessions 56 2 14
Hydrocarbon concessions 76 (*) "unit of production”

(*) amortisation is calculated on the basis of the extracted portion in relation to the available reserves

EC infringement procedure

On June 5, 2002, the European Commission published a decision declaring that the three-year
exemption from income tax (under art. 3.70 of Law 549/95 and art. 66.14 of D.L. 331/1993,
converted into Law 427/93) and the advantages deriving from the loans granted under art. 9-bis of
D.L. 318/1986, converted into Law 488/96) granted to joint-stock companies with a public-sector
majority set up under Law 142/90 was incompatible with EC law as it was considered State aid
which is banned by art. 87.1 of the EC Treaty.

On the other hand, the Commission did not consider the tax exemption on the transfers under art.
3.69 of Law 549/95 as State aid.

This decision was notified on June 7, 2002 to the Italian State, which impugned it before the Court
of Justice.

The decision was subsequently communicated by the Commission to AEM S.p.A., which impugned
it before the Court of first instance of the European Community on September 30, 2002, pursuant to
art. 230.4 of the EC Treaty. Other public-sector companies and Confservizi are also considering
impugning this decision.

In the proceedings taken by AEM S.p.A., on January 6, 2003 the Commission deposited an
objection claiming that it could not accept the appeal. AEM promptly replied before the legal
deadline. The Court set the meeting concerning the objection claiming that it could not accept the
appeal by order dated August 5, 2005.

In February, the Italian State asked the Court of Justice to suspend the case before it to allow the
one before the Court of first instance to go ahead, seeing as all of the main beneficiaries of the aid
were taking part in it. The Court ordered a suspension on June &, 2005. On March 15, 2006 AEM
deposited a brief in response to the judgement pending before the Court of first instance.

The Italian State did not ask the Court of Justice to suspend execution of the Commission's June
2002 decision so as not to prejudice the resolution of merit in the event of a refusal. In fact, it is rare
for the Court to concede a stay of execution, above all in matters regarding State aid.

The decision is therefore fully effective and binding on the Italian State, which is obliged to recover
the aid granted.

The Commission's decision, on the other hand, does not have any effect on the private sector, nor
does the appeal to the Court of first instance have any impact on it.

On the invitation of the Commission, the Italian State has activated a recovery procedure, preparing
a questionnaire to carry out a survey of joint-stock companies with a public-sector majority that
have benefited from this kind of tax exemption or from loans granted by the Cassa Depositi e
Prestiti during the years under consideration. AEM S.p.A. received from the Municipality of Milan
a request for information on June 14, 2005 and is currently gathering relevant data. It would appear
that such requests form part of a survey to gather relevant information, rather than being binding.
The Italian State's recovery initiatives continued with the predisposition of an amendment to the EC
law, which was approved by the Chamber of Deputies in March 2005 and has now also been
approved by the Senate on April 13, 2006, {art. 27, Law 62 of April 18, 2006). The amendment
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envisages detailed recovery procedures based on ordinary tax rules to adjust any recovery to the
effective existence of recoverable aid (considering the specific circumstances of each position and
bearing in mind any outstanding disputes with the tax authorities). In particular, this measure
envisages certain declarations on the part of the tax-payer and presumes certain official acts
specifying the application methods and guidelines for a correct evaluation of cases of non-
application. The guidelines were then amended to make them more precise by art. 1.133 of Law
266 of March 23, 2006 (Budget Law 2006). AEM S.p.A. has punctually complied with the
obligations that the former municipal utilities have been subjected to as laid down in the recovery
regulations and related implementation instructions.

On October 27, 2005 the Tax Authorities visited the head office of AEM S.p.A. to acquire
documentation to check the correctness of the figures declared in the tax returns presented in
accordance with art. 27 of Law 62.

The visit was merely to ascertain the amount of any taxes that are to be reimbursed, to be followed
by their definitive liquidation. AEM S.p.A. has given the inspectors an ample statement on how the
tax returns were compiled. However, based on art. 27.5, as amended by the Budget Law 2006, it is
up to the Internal Ministry to determine the amount of any State aid to be reimbursed and to take
steps to recover it - if that obligation exists - within and not beyond six months of the guidelines
being issued.

If all possible forms of legal protection fail, it is reasonable to assume - as appears from the way
that the guidelines have been prepared - that the Italian government's efforts to recover this money
will take the form of a revocation of the benefits granted in various ways to different public service
sectors, to the extent that the business has effectively opened up to competition during the period of
the measures being contested and hence the extent to which it may have been distorted.

Talking of which, AEM's appeal explains how the Company operated during the 1996-1999 period,
the one under review by the Commission in sectors that were not opened up to competition, such as
power and gas, for which AEM S.p.A. did not take part in any tender to be entrusted the service.

In light of the uncertainty regarding the outcome of the recourses launched by the Italian State and
by AEM S.p.A., and the ways in which the Commission's Decisions would be applied, the
Company thinks it possible, but not probable, that it risks having to hand back all of the aid
received if the result of the entire appeal procedure turns out to be negative. It follows that the
financial statements do not reflect any provision for this matter.

Because of these same conditions of uncertainty, it is currently impossible to have sufficient
objective elements to make a reasonable estimate of the impact on AEM S.p.A. as a consequence of
this Decision.

By way of an indication, the following table shows the net profit reported in AEM's approved
financial statements for the various years affected by the European Commission's decision:

1996 1997 1998 1999

Millions of euro 14 93 115 1,027

The net profit for 1999 includes the capital gain of 935 million euro, generated by the transfer to the
subsidiaries AEM Trasmissione S.p.A., AEM Elettricita S.p.A. and AEM Gas S.p.A. of the power
transmission, power distribution and sale, and natural gas and heat distribution and sale businesses.
These transfers were decided by AEM S.p.A. in accordance with precise obligations laid down in
Decree 79/99 which adopted the EU Directive on the single electricity market and as part of the
planned deregulation of the natural gas sector.

‘Given the "tax moratorium", AEM S.p.A. was not at the time required to file tax returns for those

years.




It is also worth bearing in mind that the bulk of the earnings distributed by AEM S.p.A. during this
tax moratorium went to the Municipality of Milan, part of the Public Administration.

AEM S.p.A. did not receive any loans from the Cassa Depositi e Prestiti under the laws mentioned
and during the period considered by the Commission.

Other commitments and risks of the Delmi Group
We would also like to mention the following commitments and risks relating to the consolidation of
the Delmi Group, mainly relating to the Edison Group:

in the field of hydrocarbons, natural gas import contracts in particular - as in usual in
transactions of this amount and duration - there are "take or pay” clauses which envisage an
obligation for the buyer to pay for the quantity not withdrawn compared with a set threshold if
the non-withdrawals are due to causes not foreseen in the contract, except for the possibility
during the course of the contract to recover at certain conditions the volume already partially
paid for but not withdrawn. The contracts that are already operative concern imports from
Russia, Libya and Norway for total supplies under normal conditions of 7.4 billion cubic
metres per year. A contract was also signed for imports from Qatar with the start of deliveries
dependent on completion of the LNG currently under construction in the North Adriatic and
expected to come into service by the end of 2007. The volumes of this contract under normal
conditions will amount to 6.6 billion cubic metres of gas per year. Take or pay amounts are
paid for at a price that is in proportion to the supply price, which is linked to current market
conditions. These contracts last for between 10 and 25 years and make it possible to achieve
supplies of 14 billion cubic metres of natural gas per year for the period when all of the
contracts are up and running.
in the electricity chain, in relation to the loan contract that went to the benefit of Parco Eolico
San Giorgio and Parco Eolico Foiano, in addition to the special lien relating to existing plants
and works, there are other commitments that concern the assignment of credits of any kind,
current and future, deriving from the contracts, in favour of the Agent acts on behalf of the
assignee banks; special lien in favour of the lending banks on future goods of any kind that will
become part of the companies' assets, as well as the credits deriving from the sale of such
goods. In guarantee of the loans taken out by Termica Milazzo and Termica Celano there is a
negative pledge clause held by Edison, as well as, for Termica Celano, a pledge promised to the
lending bank in the event of certain contractual conditions. Termica Celano has granted the
banks a special lien on moveable assets making up the cogeneration power plant, whereas
Termica Milazzo has granted the banks a property lien and a special lien that covers all of its
assets.
as part of the agreements that tie the members of the RCS Mediagroup blocking and
consultation syndicate, in the event that a takeover bid is launched, any member that decides to
exercise their right to withdraw from the investment has to sell their syndicated shares to the
other members of the syndicate. The buyers have the right, but not the obligation to buy the
shares in proportion to the holdings that they contributed to the syndicate.
in the subscription contract for the shares in Utilita S.p.A., Edison has an option to buy another
16% of the share capital or to sell its entire investment. These options can be exercised by and
not beyond July 31, 2007. The value of the call option is equal to the subscription price of the
shares plus an amount equal to the legal interest accruing between the date the shares are
subscribed and the date on which the options are exercised, while the value of the put option is
the portion of book net equity less the reserves at September 28, 2005.
moreover, as regards the contract for the sale of Edison LNG, now called Terminale GNL
Adriatico Srl, which took place in May this year, the agreements provide:
- for all shareholders: an obligation not to transfer their holding until 36 months after the
terminal's start of operations, but in any case not beyond July 1, 2011 (the lock-up clause);
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- 1n favour of Edison: a right to buy the other 90% or to sell its own 10% nterest 11 certain
events taken place due to the fault of the two majority shareholders that prevent the
terminal being completed (the put & call clause);

- in favour of the two majority shareholders: the right to buy the 10% interest belonging to
Edison in the event that the gas supply contract with RasGas is cancelled for some reason
attributable to Edison (the call clause);

- a price for the sale of the quotas in the event of the put and call options being exer01sed,
calculated on the basis of the net equity value at the time they are exercised;

- acommitment on the part of the shareholders to provide, on a pro quota basis, the company
with adequate financial resources to build the terminal,

- lastly, once the North Adriatic regasification terminal has been completed, even though
Edison only has 10% of the infrastructure, it will become the main user as it will have
available around 80% of the overall regasification capacity for 25 years.

Update of the principal outstanding legal and tax disputes of the Delmi Group

As regards changes in the main legal disputes compared with December 31, 2005 concerning events
in the past for which monetary outlays are probable for an amount that can be reasonably estimated
for obligations existing at the balance sheet date and for which risk provisions have been made,
based on the information currently available, there have not been any significant events or changes
since the situation explained at December 31, 2005.

As regards the main tax disputes there have not been any particular developments during the first
three months of 2006.




Related party transactions

The definition of “related parties” is indicated in the international accounting standard on the
disclosures to be made in financial statements on related party transactions (IAS 24), adopted in
accordance with the procedure mentioned in article 6 of the EC Regulation no. 1606/2002 and
therefore, in the case of AEM S.p.A., they are:

Relations with the parent entity and its subsidiaries

The parent entity of AEM S.p.A. is the Municipality of Milan. At March 31, 2006 the Municipality
of Milan holds a relative majority of the share capital of AEM S.p.A. with 42.204% (759,690,915
shares), of which 42.204% directly (759,643,515 shares) and 0.003% (47,400 shares) indirectly
through Metropolitana Milanese S.p.A..

During the year, AEM S.p.A. purchased 14,841,850 treasury shares, which is 0.825% of the share
capital (made up of 1,800,047,400 shares); the remaining 56.971% constitutes the market float.
Dealings between companies of the AEM Group and the Municipality of Milan are of a commercial
nature, involving the supply of electricity, gas, heat and management of the public illumination and
traffic light systems.

Similarly, AEM Group companies have dealings of a commercial nature with the companies
controlled by the Municipality of Milan, namely SEA S.p.A., MM S.p.A., SOGEMI S.p.A., ATM
S.p.A. and AMSA S.p.A., providing them with electricity, gas and heat at market rates in line with
the supply conditions, as well as various services required by them.

Dealings between the Municipality of Milan, AEM Elettricita S.p.A. and AEM Gas S.p.A.
regarding the distribution of electricity, gas and heat and the provision of public illumination and
traffic light services are regulated by specific agreements.

There are also dealings of a financial nature between AEM S.p.A. and the Municipality which are
regulated by means of an interest-bearing current account, through which reciprocal payments are
made; this current account is subject to normal market rates.

As regards dealings between AEM S.p.A. and the other entities controlled by the Municipality of
Milan, it should be borne in mind that AEM has a 49.0% interest in the share capital of Malpensa
Energia S.r.l., which is controlled by SEA S.p.A.

Dealings with subsidiary and associated companies

Within the group, AEM S.p.A. acts as a centralised treasury for all of the subsidiaries.
Intercompany transactions are regulated through current accounts between the parent company and
the subsidiaries; these transactions are governed by market rates.

In 2006 AEM S.p.A. and its subsidiaries again filed their VAT return on a group basis.

For corporate income tax (IRES) purposes, AEM S.p.A. now files for tax on a consolidated basis, as
per articles 117 - 129 of Decree 917/86, together with its Italian subsidiaries AEM Elettricita S.p.A.,
AEM Gas S.p.A., AEM Calore & Servizi S.p.A., AEM Energia S.p.A., AEM Trading S.r.l., AEM
Service S.r.l., AEM Trasmissione S.p.A., Metroweb S.p.A., Serenissima Gas S.p.A. and
Serenissima Energia S.r.l. and Delmi S.p.A.. To this end, a contract has been stipulated with each
subsidiary to regulate the tax benefits and burdens transferred, with specific reference to current
1tems. '

The parent company AEM S.p.A. provides the subsidiaries and associates with administrative,
financial, legal, managerial and technical services, so as to optimise the resources available within
the company and to make the best use of existing know-how in the most economical way possible.
These services are governed by specific service contracts that are stipulated annually. In addition,
the parent company AEM S.p.A. makes office space, operating areas and related services available
at market corditions to Plurigas S.p.A. (a subsidiary) and e-Utile S.p.A. (an associated company).

87



88

AEM S.p.A. provides a power generation service to AEM Trading S.r.l. in exchange for a monthly
fee that depends on the effective availability of the thermoelectric and hydroelectric plants.
AEM S.p.A. purchases an insignificant quantity of rights needed for hydroelectric production from
the associate Societa Servizi Valdisotto S.p.A. under a contractual agreement.

The associated company e-Utile S.p.A. provides AEM S.p.A. with IT services.

With reference to. the proportional consolidation of the Transalpina di Energia Group, which is
jointly controlled through Delmi S.p.A., note that parent company, AEM S.p.A., does not have
direct dealings with any companies of the Transalpina di Energia Group.

Intercompany transactions and balances are summarised in the following tables.

BALANCE SHEET
SR £ SUBSIDIARY ASSOCIATED | PARENT COMPANY | TOTAL

(in millions of euro) COMPANIES (1) | COMPANIES (1) @)
ASSETS:
A) NON-CURRENT ASSETS
A4) INVESTMENTS 2,372 475 2,847
AS) OTHER NON-CURRENT FINANCIAL ASSETS 1 1
B) CURRENT ASSETS
B3) CURRENT FINANCIAL ASSETS 207 207
B6) TRADE RECEIVABLES 239 1 68 308
SHAREHOLDERS' EQUITY AND LIABILITIES
E2) CURRENT LIABILITIES
E2-1) TRADE PAYABLES

42 i 3 46
E2-3) SHORT-TERM LOANS

142 - 61

203

(1) Dealings between AEM S.p.A. and its direct subsidiaries and associates.

(2) Dealings between Group companies and the Municipality of Milan.




INCOME STATEMENT SUBSIDIARY ASSOCIATED PARENT TOTAL
COMPANIES (1) | COMPANIES (1) | COMPANY (2)

(in millions of euro)

1) REVENUES

1.1) Revenues from sales
1.2) Revenues for services 22
1.6) Other operating income 41

2) OTHER OPERATING INCOME

3) OPERATING COSTS

3.2) Services

3.6) Other operating costs

12) Financial charges
13) Income {from financial assets.

1

2

4]

(1) Dealings between AEM S.p.A. and its direct subsidiaries and associates.
(2) Dealings between Group companies and the Municipality of Milan.

Earning per share

March 31, 2005

March 31, 2006

(in millions of
euro)
87
2

85

87

85

1,777,295,945

{(a) Net profit attributable to the ordinary shareholders(1)
Net profit/loss attributable to the ordinary shareholders from
assets held for sale (discontinued operations)

(b) Net profit attributable to the ordinary shareholders from
operating activities |

(c) Net profit attributable to the ordinary shareholders for the
calculation of diluted EPS (1)

(d) Net profit attributable to the ordinary shareholders from
operating activities for the calculation of diluted EPS

Weighted average number of shares in circulation

for the calculation of earnings (loss) per share
- basic (f) ‘

(in millions of
euro)
107
-5

112

107

112

1,785,205,550

- diluted (g) 1,785,205,550
1,777,295,945 :
Earnings per share (in euro)
0.0488 - basic (a/f) 0.0601
0.0476 - basic (b/f) from operating activities 0.0629
0.0488 - diluted (c/g) 0.0597
0.0476 - diluted (d/g) from operating activities 0.0625

(1) net of 3% of the par value, for the higher dividend paid to the savings

“sharcholders of Edison S.p.A. compared with the ordinary shareholders
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Attachments to the financial statements

91



syl i(sp) {to1) (6) (9) W £69'L juawdinba pue jueid ‘Ajiadoad jejo)
L0S (£95) {L19) 8y 0L0°} sasueape pue ssasboid ui uopoaninsuod jejoy -
8¢ 8¢ UOHONUISUOD Ul S}3SSE 3jgelajsuel|
3 1 SaJUBADY
juswdinba pue jueld 'Apadoid BYO
wswdinba snoaue|Basiy
9 i l [ SHIOMIBU UORNQGL;SI
b [ SUOIIE}S UOIBLLIOJSURI ]
saul podsues)
ash (595) (119) oy 120'L jueyd uononpoid
S b ! ¥ sBuipiing
saoueape pue ssaiboid ) uononssuULH
99 4 4 9 jyuawdinba pue juejd ‘Apadoud Jayjo jejo] -
44 FA S ) S}asse pasea
[ € sjuawanoiduwil ployasean]
0IN3 g1.G Uey} SS9] YUOM S}ISSE PaXI
SOPIBA
12 P4 Z 6L SOUIYOBU B0 JIUOIOB[D pue dUII|]
sBupyy pue ainpuing
yuawdinbe pue juejd ‘Auedoad a0
i L Jswdinbo [e1243UIL0D pue jeldysnpul |BJo] -
sauoyd a|1Iqow
L ' yawdinba snoaue|jsasiy
awdinba je1asawiod pue jeuysnpu
6EL'9 | €6¥ (g6) () (9) 18 0z ov9's Asauiysew pue yued jejoy -
S8 (1) (1) 98 . Sjasse pased]
9L (#1) () (o) 0cs fisuiyoew pue Jueyd sjgeiajsuRl]
€0Z'L (g (1) () (48] €L 6121 SyIoMBU UORNGLISI]
Py ¥ SUOIE}S UOHBWLIOJSUB]
L8 (1) (1) 8¢ sauj podsues )
PS0'Y GZ% (g2) ()] 8 ot 186 L 625 Jued uononpoid
Aauiysew pue jurld
zzL £2 (8) 0¢ 1 669 sBuipjing pue pue) |gjoy -
819 [£4 (8) ot 965 sBuipiing |ejor -
819 2 (8) 0t 965 sBuipiing
Y01 13 3 €01 puej [eyoj -
vo1 ! l €01 puet
pouad aup sabuey?
104 sabueys | uonerdaidaqg sjesodsiq safiueys jayjo [suoneayissejdray KioBaren suonippy
90/€0/L€ 1ejoL S0/ZLiLe
anjea | anjea | juawdinbe pue jueid ‘Auuadosd
EnpIsay pouad ayy 103 sabueyn enpisay

{o1n@ Jo suokju W)

juawdinba pue jued ‘Auadoid ul sabueys jo Juswalels - | JuawysIeny

92




93

12092 9z- - 8I- vi- 9 £€€9°C sjosse ajqibuejul |ejo)
LLE 0z- b 145 S L6E sjasse s|qibuejut Jayl0
14 L A L € UOIJeLLIo) JO S58201d U] S)8SSY
¢L6') zL6'L HMPOOD
la 44 9- 9- 8ve spybu Jejiulis pue syJewiapel} ‘saouadlj ‘sudISsaduo)
8l L- - 6l sybu Auadoud |enjosjialul pue sjuajed jeuisnpuj
pouad ay)
J0) sabueys | uopesipowy |sjesodsiq SUOIRJIISSEII3Y SuonIppy
9002/1€/€0 jejoL sabueyd 19yjQ _ §00z/L€CL
anjea anjea s)asse ajqibuejuy
jenpisoy pouad ayj3 10j sabueyn jenpisay

(oJna Jo suoy|jiw ui)

abueyo jo Juawalelg - Z JuswyseRY




IS YO4 GI3H S1ISSY INTYUNI-NON - O uogdes ul

‘play reydes jo abejuadiad sy wioy 194Ip Aawg p Ajuo usalb ase ssbeyuaniag
‘Bugaaw siapioyareys Aeupio ue e Isixa Jey) SyBu Sugoa jo Joquinu j210) 31 pue ‘apjoy 1Panp ayy Aaaoae st Aueduos Bunsaaur al yoysm jo Bugaaw siapjoyaseys Aleupia ue Je siyb Bupoa jo jaquinu awp uaamiaq anei aiy Ag uaalB s1 pasplaxa aq uea jey) spybiu bugoa ay jo afiewiasiad ayy (q)
‘piay jepdes jo aBejuadiad ay woy sayp Aawg i Auo uanb are saBeansag
“(saseys audsajasd pur Aieuipuo "6-8) sjybu Bugoa s [eides 31eys jeio) pue (jybu Bunoa 3 spjoy J3Aaoym) Ajoasp pidY SYbu Bugoa i [eydea aisys Bunuasasdal SaRUND3IS JO JAQUINU [B10} 3 URIMIEG oges 2y Ag uanl 51 syBu Bunoa yim piBY 5PMLN393s Jo abeuaniad ayy (2)

uaaq aaey asag u 4 auy (01)

“GOIDE/BO $¢ SE SUALNDS |efoueLy w& @) 12j2s Aueduiod u_“e 10 saunBy awaess jeueuy ayy ()

dnoi9) iwijaQ 2t JO SJUIUNSIAUT ) LD UOHBILICJUL 10} /-0-G-F SIUBWIYDRNE U} IPEW G Pinoys SIuaIa)a;3 {g)

*dnoig) W3V s 03 SBU0IRQ JBL %07 W) SIUasadal 2ay UMOYS SNEA J00q 3y} I"y'd'S ISTD J0 B sPloy v d S samodipy ()
a5 ZWes 3 210jED WY ubnesy Aauput v d'S $00Z "H'3D°0 50 %S sume 'v'd's Wiy {g)
TS 9n1ag WY YBN0AR ARaaspL ' d'S BlNN JO %0Z SUmo "y d'S W3V (§)

'y d's I8NT3Q ubnosg Apdauipur 'y rs miiaul 1p eudiesues) Jo 305 sume v d'S WY (1)
‘pasiosaxa ate s)ybu uogda Ind 314 Jo 18 JLL) SAWNSSE a1aly umoys abieuaalad au) ()

V'S se9 elissuolag yBnoay ARdaipu) %6, pue

AQ2aup'y ¥'S RIBIIUT BUASSIUAIS J0 %y | L SuM0 V'A'S W3V (2)

vd'S SBD Rwissiualag AqQ pjay saleys Ainseag jo jap {1)
‘0INA O SPURSNOL U] PIssaIdxd ase sepded areys {,)

osz'ore jued J3y30 v} fejoL
2 uswydeye 99s B85E°ZY (8) dnoss) jwisQ sy jo uoyep)osuo)
anjea Jsie4 (Y24 - - 'v'd'g semodipl %00'L 0558 oin3 ueiN W yd's {330
anjea Jey4 z - - v'd'S 21A9S 3 2100 W3V %00'S ost oing (¥N) ownuvy Jues @ vd's p00Z W3ID0D
Z 9j0U 999 - - - y'd'g SB9) BUISSIUDIEG %00°0b ool oJn3 uepn (o)) 5'g ebiauy BWISSIUBIOS
aneA sied - - - 01) 'v'd'S sB9 BUISSIUAIEY %S0 v ainj uepw o y'd'§ uyarieg
anjea Jiey 4 - - wd's WAy %0002 000's 11 uouo ‘PiN auejanig
anieA Jsie4 S - - vd's W3y %610 0887 ong oupuog v'd'S eulBlRACIAY|
anjeA sied se - - ‘v'd'S Wav %000} 0sZ omn3 uep EWDISISOUB|IN 01ZIOSU0D)
snigA Niey 8L - - vd's W3y %G8’} 002's on3 ey v'd'g ljoly, pualiws
anjeA Jied 91 - - vd's NIy %28’} 0568 oing e wvd'sis3D
anjeA ey 8€L - - vd's NIV %8T vl S91' osng ueln (uoniepinbiy Uy} 11'X1Q 012105100
anjen sie4 (23] - - vd's Nav %66°€ yeL'S oing oupuog v'd'S NSV
anjeA ey [ 784" - - vd's N3v %9yt LIV'61S oin3 uung v'd'g ouuo) 1uay
anjea 1ey BEV'LL - - v'd'S WIv %6Y L4 z8v'oy oin3 ezuop vaS WYOY
anjea Jred LPO'VEE - - vd'sWav %9L'S 000'009'€0€ 4HO (HO) UBlO 1BIZUDBIT N} OV UISSAL - JIBY 18IV
! di k@-\uo —: ALl
908'80} $9)RID0SSE U] SJUBLLYSIAU) jR|O}
G Juawyaeye aag 862'62 {8) dnos9) 1R BY) JO UCHEPHOS LIOD
Ainbs s1apioyaseys 21E°0L - - vd's NIy %00'0€ 89y, ong ueln 14 033p0a]
Ayunba siapjoyaieysg ove - - T4°S 80IMDS WBY %0002 006 omng Uy ) yd'g emn
Aunba ssapioyaseys S - - vd's w3y %0005 oL ain3 uepn (uonepinby w) 11D’ Heuog-ay
Aunba srapjoyaseys 8 - - vd's NIV %00'SE 000'vZ asn (erssny) bingsizied IS 'v'd'S zedejy
Ainba ssapjouaieys 424 - - vd'sWaY %00'LE 001 ong uely TS ez
Aunba siapjoysieys ZYE'l - . wd's WAy %00'6¥ 000'L oing ueIwW ® y'd's9|pn-a
Ainba siapjoyaseys 859'C - - vd's Way %9.'SE LE8'S omng (03) oRoSIpIEA 'v'd'S ONOSIPIEA IZIAAS £12100S
Aunba s1apioyaieys 96L'y - - vd'sWIv %00 67 00Z's ong (i) ajesbag T3S eibisu] esuadiew
Aunba ssapjoysseys - - - vd's NIV %it'ip $96'GL ung (elw3A0|5) euisipode (01) '0°0°P IPOAOUILG WISBIN
SIPLID0OSSe U} SHIDUISIALY
Joleplosuoo jeuoiJodolg - - 'S wisg %0005 %0005 000'9¥1'e ong 0)5°'g eibsau3 ip eujdiesues]
JOEPIOSUOD jeuoI0d0Id - - vd's W3y %0094 (© %,00'02 008 I Py oin3 'v'd'g semocip3
JoNEPIOSUOD jeuoiiodold - - v'd's W3y %00 0% %00°0p 008 oin3 v'd's sebunid
- - v'd's W3y %0000} %0000t ot ong 'S SUEDI
- - vd's wav %00°}S %00 +§ 898°99v'} oin3 'vd's wieg
- - v'd's Wav %byLL @ %p'6l 001 oing 01 71 eIDAUT BWISSIUTIIS
. - - va's NIy %00°001 %0000} 008't oin3 v'd's Zalag g alojed Wav
- - Vd's W3V Yo¥ L W%p'6L Z80'1 aing (01 'y'd'S SBY BUIISSIWAIES

- - vd's Wav %0000t %00°001 66 oing rr
- - vd's W3y %0000+ %00°001 Sor'TH oin3 TS 92IBS uiay
LONEDHOSUOD BU - - vd'swav %66'66 %66 66 vat oing 'v'd's ebieud uiey
LONEPIOSLOD U - - wd's Wav %6666 %6666 26692 oin3 'V'0'S BUOISSRUSES) WY
HON)EPYOSUOD BUl I - - vd'g NIV %6666 %66'66 000'Z25 oing wd's seQ wey
LoEpliosuaD aul-Ag-aur] - - v'd's Wav %6666 %5666 000°0ZS o3 v'd'S BIOLRDIS ey
UOHEPHOSUOD duli-AQ-aul] - - vd's NIV %00°001 %00 004 08102 oing v'd'S qamosan
uofjepfosuod jo onCuw

{a} {e)
0ih3 jJo spuesnoy uj s3y6u Bupoa % laployaieys Y% 9002/1£/€0 18 ()
900Z/1£/£0 & anjea yooq | sjqesiaiax3y | sjybu Bugoa Buipioy dnosb o, jepdes aueys | Asusun) aoyo pasays|bay BweN
upm pay
pouyjaww uoyenten Sapunasg Pidy suopiod

SIUBWISIAU) B30 JO pUE S

(0ind jJo spuesnoy) U} passaidxa aie sanhy)

ay) u) papnjauy sajued oIS - ¢ WY

94




")
=2

AF R - AG SONIGTOH ¥ILV M TYNOLLYNYILNI[000°001 {069 ¥ 069 ¢ z 489 (89) NOANOT QILINFT OIN) SONIATOH SIDNAYIS TMI
AL - - QILIATT (IN) SONIATOH SIDIAYIS TME000°001  [069 vE 069 pE 1 dao (8D} NOANOT AILINIT ALVEOLE0D TMl
AL - . A8 SONIGTOH ¥31¥M TYNOLLYNHALNI 000008 1069 +¢ 069°PE 090201 anv (SNV) MSN - AINAAS - LITYLS 30¥03D §Z (NOILYAINOIT NI} QLT ALd HAIVEIQY TS
Af . - Af SONIGTOH ¥31YM TYNOLLYNYFLNI[000'001 [069 V€ 069°7¢ [4 ans {dDS) THOJVONIS a1131d QUHIIVd VISV) Tmi
Af E E Af SONJQTOH ¥3L1VA TYNOLLYNYALNI[000'001 [069 € 069 b€ 000'001 4HD () ONZ A1 S3IIANIS YILVA TYNOLLYNYIALNS
AL - - A€ SOMIOIOH ¥3LVM TYNOLLYNYILNII08L 66 0794 079°4¢ 001'sy asn £O8D) NVINAVD ONVED - NMOL 300D QILBNIT SADIAYAS ¥I2VM TVNOILVNERLINI
Af E A9 SONJUTOH ¥3LVM TYNOILVNYILNI000'65 oLt 0T 0Lv'07 00007 N3 CIN) WYQUaLSNY A (TINOVAVND) STDIAYIS YLV TYNOLLYNUILNI
Af E . VdS NOSIQ3{0000§  [069'+€ 069+ 00009 uNa (IN) WVOUILSIWY. AQ SONIGTIOH ¥21YM TVNOILYNEILIN
000001 000001 AILINFT FLVEOII0D TMI[006'66
Al 0000 0000 GHLDART SADIAYTS YILYM TVNOLLYNYILNI 0010 069 PE 069 +E 100°1 44D {49} NOANOT QILIATT (OIN) Y3LVM TYNOILYNYIINE
Af E - A8 SONIQTOH YILVAM TYNOLLY NYILINI{000001 [069H€ 069 +¢ 000°07 ¥n3 (IN) WVCRIZLSWY A8 (DVNOLL) YTLV M TYNOLLYNYZLN
Al - A (UNDVAVAD) SADIAYIS ALV TYNOILYNYILINI00006  {07r'81 0zv'81 000028'L1 asn (23) TINOYAYND VLT D YNDVRALNI (TINOVAVND) A¥IS ¥IL/M LYNEILINI
Al - VdS$ NOSIA3]{000' 81 Jo6+Z1 0621 000'088°¢ wNg W) NYTIR VdS ISTVD "D3AYVS A V1I-D1V'10ASVD WO¥d ANls I0S
Al - - VdS TYNOLLYNYILNI NOSIAF (00005 1069 p€ 069 ¢ 000°0Z MAH (4H) YrIavovz '0'0'a VNI-a3
Al K VdS NOSIO3|000'0r |06 vE 069'rE 000°00€14b°1 una () NVTIN vdS ¥3m0odia3
Al - - (YAQTOHTUVHS 310S) VdS 1TV103dS A1DYANT NOSIQE|00005 069 pE€ 069 ¥€ 00701 un3 () (VS) VZNOD 1Q OAONNTILSVD) T3S DAQNNTILSYS 00T 02UVd
AT E vds NOSIGRj0zE'99  |0z0'9r 0709 000'008'$7 ¥na (1) NYVUW VdS 3NT¥IS
Af - VdS NOSIQ3 - 135000001 |ort 6Z 0r1'67 000°002 yna (1) (26) SIAYVID - OT1ZATILSVD TS L3N NOSIQ3 T3S
A . vds NOSIa3[ooozy  |opl 6l 08167 000°86¢ V8 N3 () (z4) 01738734SVD vds NOSIa3 - 13§
Af - VdS NOSIA3[000°05  |069 ¥E 069 b€ THG (4€) STVY¥ID SVNIW 30 0aV.LsT - dLrdiat vS OWYALRIIA)
Af - - VdS NOSIQF[000'0S {069 4E 069'P€ 449 (80) NOANO' 11 V43N
si158q jeuonsodoad v uo pajepiosuod sawedmo)) (T'V
0D - VdS NOSIa3{000°0 06€°69 000°01 ang (1) (AL} ONVITOANOD! TS SADIAAAS AUNSYIUL NOSIAT
[ok] k VdS NOSIQ3(000°001 [06£°69 06€'69 LSp910'7 N3 (1) NVTIN (43QT10HTUVHS IT0S) TS VETY YAONN]
02 - VdS NOSIO3[000001 106€ 69 06£'69 000'€85'2 ¥n3 (D NV (43QTOHTAVHS 210S) TIS NOSIGILNOW
- (JIQTOHTAVHS TT0S) "TUS NOSIAILNOW| 0800
(a5} - VdS NOSIF|0s6'66  {06£'69 0669 0000007 ¥ng (1) DAnoanaxnN1 VS TYNOLLVNYILNI DNIATOH WS
[¢5] - VdS NOSIG3}000001 |06€'69 06¢'69 £08'LES'Y N3 (1N WY@IILSNY AN 3d0dN3 3INVNI4 NOSIQILNOW
00 K VdS NOSIA3[00008  {06E69 06£'69 000°000'¥G una () NVTIN VdS 13N14 FHOIYLLT T INOIZVAIDTLYVY IG VIIVIZNYNIS
02 0£7'1L 0£21L “1TU'S VIOYINT 1Q VNIJTVSNYEL[06E 69 |06£°69 0669 LUV wna ) NYVUN vdS NOSIO3
(o8] N VdS NOSII3|000°061  |06€ 69 06€°69 00£'£97 una (4D) SNAHLY VS SYTT3H NOSIg
[s}] - vdS NOSIO3 000001 [06€'69 06£°69 000°00§°1 N3 (TaD 7 NI18NA QHLINIT VINLY|
Qo - (43Q'IOHFYVHS 270S) VdS 'D'A NOSIGA[000°001 {06E 69 06€°69 000°'765'€ AN (1) (Qd) OYINAU ONVYZZVAI3S (4AGTOHTYVHS F10S) VdS 10A ¥dd NOSIdE
(1] - VdS NOSIAA[000°001 |06€69 06€°69 000°000°7Z un3 (D NVTIN (YIATOHTAVHS TT0S) VdS VIO dIND NOSIAE
0 - VdS NOSIGF[000'1§  |06€SE 06€°SE 000'0€ 1 ¥ [OF g VdS VII0A
0] - VdS:NOSIG3{000 001 {06£69 06€ 69 000'000°0¢ ¥n3 DNVYIN (43ATOHTYVHS I108) VdS-ONIGVEL NOSIQT
- VS TVNOILVNYZLNI DNIGTOH WT3S{000 001
03 VdS NOSIAZ|0000  |06£'69 06£'69 000°057°6 d€0 (89) NOGNO1 QLT NOLLV¥0IX3 TIoUN3,
[eh] . VdS NOSIQH[000001 {06€69 06¢ 69 10€'26b°18 N3 (1) NYTIA (Y3IQTOHTIVHS 310S) vdS 0195VID0LS NOSIA3
h VS TYNOLLYNYIALNI ONITTOH W13S[0000€
o3 - VdS NOSIQZ (00002 [06€ 69 06£°69 000°0§8°L1 una O NV VdS TYNOILYNITENI NOSIOA
o] - ¥dS NOSIQ|000001 {06€°6Y 06£69 00009 NI (1) (@d) QUENIA ONVYZZYATAS (4AQIOHTUVYHS 105} vdS 'D'A NOSIAS
0 (4IQTOHIUVHS 10S) VdS 11ViDTdS IDYINT NOSIAT (000 00t [06€69 06€ 69 007'116'8 ang (1) NVHIN (43A"TOHTYVHS 310S) T3S OIDY0ID NYS 01703 03¥Vd
0D - (43ATOHAYYHS 70S) TS OIDYOID NVS 01103 0D¥VdI000001 [06€ 6% 0669 000°£89 ¥l I NVUW (4FATOHTAVHS T108) TUS ONYIOA 001703 0DUVd
[sh] - (43ATOHTYVHS FT0S) VdS 11VID3dS FIDUINI NOSIAA(000°001  06£ 69 06£69 00£°11 N3 () NVTIIN (430T0HTIVHS 3105} TIS OLIV4 001703 00¥Vd
ol - VdS NOSIA3}000°001  [06£769 06€69 000°001 an3 (D NV {(dIQTOHTYVHS 210S) TS 00S3 IISNOW
(o] N - VdS NOSIGA[000001 {0669 06¢ 69 500°00Z't w3 Q) NVTIN (43QIOHTIVHS F10S) VdS 1TVIDAdS JDAYIANT NOSIO3
03 - vdS NOSIg3joo0ey  j0£9'Iy 0£9' 1Y 000714267 ina (I NV TS 0ZZ¥ U VOIANYIL
o] - VdS NOSIQT|000'SY |00l S o01sy 0279676 ung (1) NYTIN THS ONDOI0D VIINYIL
Q0 N - vdS NOSIQ3|00002 0S8k 0L$'8Y 000°657 EgE] ) NYTIN TS ONY 13D YIIWNEIL
-0D a R Vd4S NOSIAI[000'0L  [0L58Y 0LS '8y 000°0ZT¢1 " T Liise] B - (D NVIN - TS VHOTV4308 vOIWYAL
ek | - AN 3d0UNT FINVNI NOSIGILNOW[000001  [06€769 0669 00781 %03 (IN) WY@y3LLOY A8 ¥VAVA TIANOS
Q2 . - VdS NOSIQR|00019  |oLETh 0EETY 000'02¥ 11 N3 (Y NVIIN VdS VIDUENG OLVINIVS)
d . vds NOSsIa3[ooo0s  {oLs s 058y 000°05€'S aNd (Y NV I vdS VIDUING 1531
02 - VdS NOSIAI[000°001 |06£769 06£69 000°0§ an3 (1 oNvZ10€ (4AQTOHTIVHS F10S) THS AdH - TIS ADYINT ¥IMO0d OYAAH
00 - - vds NOSIAZ[000'ts  [oofsE 06€'SE 00000501 uN3 (1) NV VdS YIAFD
[e] - - VdS NOSIQZ|000 00t [06€ 69 06£°69 007'8LL 901 Ng DNV (43QTOHTIVHS TT0S) vdS 3LTH NOSIAT
02) - . vds NOsiaaleoo 0ot {o6€ 69 06€'69 007°01 wna 1) NV (42QTOHAUVHS T10S) TS TANLNHOII
03 - VdS$ NOSII[00$°2s  oep'9e 0Lt 9€ 000002 N3 () NYTIN V'd 'SNOJ D0S OLVYYS K1 OIZHOSNOD
autj-Aq-auy] parepijosuod sasueduro)) (§'V
uoEpIOSued
3o adods any m papnpm sawedwoe)) (v
Q) "M% () % s1dn J3p1oyaIeys W) % SOOZ/IETY /LE/E0
HIWSIAU) siydis unoa | Sugos (®)
JLELIY] 1 %
Ino19 3y) )0 wonaod puEpiosne) | (Ended Mg Susaany 0 pasasidoy) JWBN
SIUIWISIAU]

dnossy 13 2Y) JO SIUAWYSIAU] - p JUDWIPIERY




12 - B V45 NOSIa3[000 0F 0000SL Ang ) vNISSIN VdS INOWTUAS
1 - - (fIATOHTIYHS 370S) TS NOSIOLINOW|0Z8 '+t 00z°01 una W) ODVSSY, THS ISSTHONOD OUINID 0ZZV¥Tvd 130 1549 V1 ¥34' 308
] 6 w- E (4IATOHTIVHS T108) TS NOSIQALNOW|09T T¢ 00002191 RTHE] (1) ISTUVA : VdS 166! VRIVLISHIAINN VALLVIZINI
gs) 80 B - Vd$ NOSIG3}000'sE 69L06°T RNE| )Y NVUW, VdS VIILN
° 134 - - VdS NOSIG3{000 0t 095 TSL'LT yna ) (OW) - 0I0NSSVS VdS ONJOLNAIIL TANTNGNY JZIANIS - LY'S
1 s - - VdS NOSIG3[000'17 LrL'866'1 un3a (D) {NV¥) OWISO] vdS 031LINOUd
1 o - - vdS NOSIA3| 00001 00005t ¥n3 (1) {Z8) INONVSSTHE vds 00SVH
. €t - E VdS NOSIA3|0io e 000°'000'T n3 1Y 0zZZ9uY| vdS (Vi3
sl 70 - - VdS NOSIAZ{0LE €€ 00056t ung (1 anian| vdS§ SYDIS3
3 £f - - ¥d$ NOSIA3[06L 5T 000°009'L A 1) VITING OIDD TN vds LINN18
1 8¢ - - VdS TYNOILYNYILINI NOSIA3}00 L€ 000°000°05 493 (13 ouIvD “IV'S ODAN) ANVINOD SYO ATTTVA 2UN
12 r = - VdS NOSIg3[0LS 0 000°SLT 01 un3 Y NVTIN VdS VIDWL3 1G INILSIS
1 $0 K | vd4$ NOSIa3[000'sE 00005 N3 (1) NOY T4S ViDUIANT VINOY|
3 9§l | k VdS HOSIA3}000°02 000°000°001 4HD (HD) SISNHL DV NIFHNEIINIH FHIA LV
he] e - - A VNVA TIANOS|000 0L 617989t ETE] (280) NYWIVD NVEO- NMOL 303039 aL1¥Y¥Yd 11D
1 - - THS ONVTED VIIWYIL{000 05 000°1 N3 (1} ONY13D) ANNADLA OIZHOSNOD
12 - - VdS NOSIQ3{000'§7 000t W3 (1) INYYN O¥OLNOW OIZYOSNOD
g+ - - VdS VIONINT 1531|000 05 0002 AN3 1) (N3 ST ¥ LLFHOY V8 OIZHOSNOD!
Ayinba )& parwies satuedwo)) (g

[2] [0] [DEAEN 0) % sigdn 19p|0y2ryg W% SOOULERT

aaug Jo adiy {0an3 Jo suoiw u1) dunos agqesaaxg | 3upos yuw

PI3Y SAINDG Play [=ideE jo o %, dooar)y
20|RA YoOgq yljo EGmF-aa_ vu-nvm—S—-OU —l-_n—ﬂu RALTEN .mu:uf-:nv uUEQ Vvub-v,mﬂuz SWE N
SILIUIESIAUY

dnoan) a( IY) JO SHUIUNSIAU] - § JUIYIBY Y
Ned

=)




97

g5 E B (I3ATOHAUVHS 2708) (NOLLVAINDIT NI VS V'S 13 VACNK[o000s aor'0i F3E] (D} VNNIAVY: (NOLLY@!IOI'I KD 1dS T3L ALSTNAL
[e5) - - vds nOStaajooosL  Joro'zs 000°025 ung W NVTIN (VdS TH1S o) (NOLLVAINDIT RY VdS T3LS
1 E - (A TOHTAVHS FTOS) (NGILVAINDIT ND VdS V'S T3 YAONN]{000'ST 0859y an3 W INOY {NOLLVAINDI'T NI TiV IS VNLINAHYHOS
[e5} - . Vds NOSIU3]0EE 68 000°000'00¢ Y] [OETYGT (NOILVULSININGY AYVINIGUOVELX HIANN) VdS "L¥Vd TSNOD ¥D0U ¥3d NID 30§
21 i - vdS NOSIUZ{005 21 05641 uni [OF G3Y AOLANDINYE NI) VdS 1Z1AN3S 1A LNTNVINYS VINULSIS]
1 1 - VdS NOSIQR[08T Ty 000°000'9P e} YNV (NOLLVUINET NI TS Q14508
00 0000 1~ - (NOILYQINOI'T NI} (33QTOHFYVHS T'10S) VdS DAWINIA[000-001 000' 195 g (M OWEI TV ROILVALSININGY L3NG Y3UNN (02NN YA TOHIYVHS TT0) TS OTTIANON DID00d
™ i E (IIATOHIIVHS TTOS) TUS NOSITALNOW(0£E €€ 000'000°01 1 M EIVIZVA (ADLANYMNYE NI 188 LLYINI Z373S [INVIdNT T'ST VAONN
o - - VdS NOSIGE|000 001 05€6rS1 wna O NV I QEEIOHTAVIS TT0SHNOILYAINDIT M) VdS 'V'STI VAONN
° R R Vd$ ROSIIH[000'0T 0000001 41d (4) NOESTL (NOLLVAINGIT NI TEVS VOINY,
n N - C4FATOHTYVHS TT08) (NOLLVGINDIT NI) VdS 'V ST D VACININ| 00005 000'000°1 avx (NS) ¥VIAV, (NOLLVAINOIT ND VSIDIDOUWVD INIWEINORD)
02 000 - E o . VdS NOSICE[000004 00575, w3 Q) OWNKIVd {NOILYAINONT NI NOLLVELSINIRUY LENOD HHANA QIQTOHTUVHS 3108) 115 VIINITL00M|
1 0000 |- - VdS NOSICH 000 05 36981 un3 ) oW IVd: NOLLVELSININGY 1400D Y3ANN TS SAVSNIA
o) N . VdS NOSIAH|000'00t 007'¢7r'T una ) NV (NOLLVAINOIT Ny} (4IATORIYVHS JTOS) VS DININI
[ok] E E VdS NOSIQI (000001 (137 un3 () SIV4; (NOLLYQINDIT RI} VS FINVH DNIOVEL [ZZ000434
= - | QEHAI0HEAVIS 3108} (NOLLVUINOTT NI VIS VST VAONKN|oce Lz 5917 N3 () INNVAOID NVS O1S3S| (NOILVAINDIT M3 INIS IYT0ANOD)|
Fas E E {(43IATOHFUVHS 3105} (NOLLVAINOIT NI) VdS 'V'STI VAONN|000 L1 0065t ¥ [DEIM (NOLLVAINDIT NI THIS VINYVD OITHOSNOD)|
71 E - QIAAIOHIUVHS F108) (NOLLYAINDIT NI VdS 'V ST VAOINN(000 L1 SIS una @) G INNVACID NVS OLSTS) (NOLLVGINGIT NI) V1 Y8V D OIZBOSNOD)|
5] . . V45 NOSII3|05T 5T 070°1 wna B ANOY {NOILVQINOI NI) VS THINOD
00 - . (UIAIOHAUVHS T10S) THS VE'IV VAONN|DOG 001 aos ava {NQD) 038N - “IVAUINOW {NOILVAIONT NI} VAVNYD 40 4403 AUINI FYIN JOHS OdW0OD
[o5] R - (HIATOHIYVHS F70S) TUS VETY VAOIN{000 00t 000°1 asn (VSN) TIVMVHA "NOLONN M (NOLLVAINDII Ni) ANVAWNOD TVDINIHD OdNOD
[é%] - . QIEATOHTRVHS 3T0S) (NOLEVAINOIT NI} VdS 'V ST VAONN|000'09 000°000°07 1 Q) aNian| CADLAMYNNVE NI} TAVIS YV D)
0 | | (IATOHFAVHS 3708 (NOLLYAINGI'T NP VdS 'V ST VAONN[0EE €€ z61°st una (WY MOALL - VNVINAY VITIA (NOLLVCHNDI™ N3) THOS 53dWED)]
ad 0000 1- ‘ VdS NOSIQA(000°001 09¢°801 A 1) OW¥FTVd AATOHIYVHS 370§ (NOLLVHISININGY 131100 YIAN INOLLVAINOET NI} 189S OWdTTvVd IZZNU1SAD TV,
[ox] E . Vds NOSII{000'sS 00000006 n 0 VNNIAVY (AJLENUANVE NI T3S HOFL018TVD)|
» E - QEIQIOHTYVHS TT0S) (NOLLVALNDIT NI} VdS 'V §T3 VAONN|000 02 000"000'601 fisd ) 3Nan (NOLLYQINGI'L NI) IO LINYASOD ONV INIME OIZUOSNGD ''43)
71 R E QI TOHIYVHS F10S) (NOLLVAINOTT 1) VAS V'S T VAONN]00E 91 0EE°01 una W 3nan| OLNIWVIIOVL " ¥d ONV INIH2 OIZ4OSNOD|
™ . - (I3ATOHTAVHS FTOSHNOLLVAINDIT NI VdS V'S T VAONRIDEE €€ 009°S1 uNd (B (An) 3N1a01 1d VIAVd THS 153000
o2 K ] VdS NOSIA3{000 00t 0009 una (3) VNO'HDUVE] COVT N3 IVNOSHIING GVAHIS0SIVS VNVISH SYO NOSIaE
e i ! VdS TVNOLLVNYZANI NOSIG{000 0F 000 00L 1 401 (UA) oIV (NOLLVGINONT ND '3'V'S ANVAINOD SVO OLNV|
o3 u- - VdS NOSIA3]000' 1§ 000'01 AN W{04) VRIS (NOLLVAINDIT NI TS VNOVINOE VITING I5SVINOTY
SUOLILISAA 1uduBLIdI 0) 1D3IQNS sk 1503 18 paruied sajuedwo)) ()

©) (] [RPET-T ©) % srgp TIPIOYRIRYS W% Se0z1E

Junssam Jo sdiy (0an3 Jo suesu g Bmos ajqespraang | Bumes qpw o dnoan g
P19y sanpnsag PRY e Jo o 0 uop20d payepgusuny

anjes oug fendes ateyg  Duasin, sapj0 parasdoy sy
SHUAWISIAU

dnois) 13 ay) Jo SHUIUNSIAU] - § JUIWIPIENY



9L 21T pUEis)
TTs 3{ES 10] 2]QELIRAL SHWISI.AL) PASHUT 1IN
Ad Z1 9TE 010t 2] VdS NOSIA3[0L6 0 0S0°610°79¢ ana (B NYTIN ¥dS dNOUDVIATN S|
aaisiy
aes 10y JqeiEAY ('
Ad L L) VdS NOSIA3{018°7 6L0'FL6'081 ung {1) YON3D VdS vI0JV 3 SYD VANVHUHALIAIN YANTIZY!
Ad Zi <t VdS NOSIA310r8'0 000'8Z1 61 asn VSN VN YOLINANOIEIANS NYIRITNY - ISWV
Ad AR Lf Vd4S$ NOSIAZ10L6¢ 005"96F'LE una 1 OWO0D VdS WSV
Ad Z1 Y ¥dS NOSIQ3|00€'T CITER6'C8T ¥n3a (D 31sanit ¥'¢'S-8dV-SvDIDVY
Ad zL RS VdS NOSIQ3[01°0 F88°868'860°1 ana ) IO YdS VaDV
431811
awmpeay (1°q
anyea 4igj 18 umoys saiuedwod ut syususaauy (q

poqRw ] [0) ) % nydu (3) o, siqdis Janay 23pjoyaitqs @ % Se0T/IETL

A 30 UONEPYOSUC]) Buyoes yqesixy YLy Py SIS
nRunsAsg 30 ads g (01na jo suejiy a1} Py ended o o, o droan
A §0 worsaod pARpHOSUC))

wnfes oog eadey Ry S3uaa4n)y 0040 passioy awny
sjuau)saau]

dnoay 1Imja( 2Y) JO SHUIWNISIAU] - / JUIWYIBIY
oo

=)




99

"3P0Y) ALY UBIEI] 94 JO €617 "ME Yhm IDUBPIOIDE Ul SJUN0ddE uorepinbi| jeuly si pansodap sey ey Auedwio)) (u)
"UBIPOISN)) JUSWIYIENY ) AQ piay st 1y3u1 3unjoa 9y "WNo.) ouldjes dUi JO 2IUNUIS € JO SISeq Y3 U0 9O0T/E 1/70 U0 UNOY) asalep ayi Aq PaIapio Judwiydee 01 193{qns jusunsaaug (ur)

8661/L/L UO - UDI}DAG SIUNSBIA] UOTIUAABL - UNOY) OULId[RJ Ay Aq pajuiodde rojensiunwpe jerdads ay3 03 Jy311 Bunoa s JO UONQLIIE LJm PIZIDS U3 ABY SIIRYS 10 Se10nb pue s3asse asoym Aurdwo)) (])

"(IN0 paLLred 134 Jou Inq pajsanbal) satueduoy) Jo 1915139 oY) W0y PIj[asued aq 03 anp Auedwo)) (1)
“0IN3 uolj[I |

814 10 0 [enba st anjeA S1Y) JBY) UAAD OY1 U1 AU pue ‘siseq [euoiuodod 10 au-Aq-aul| & uo pajeprjosuod satuedwios Yo 4q 10 Auedwiod juared ay) Ag ARoSp PaY pUE 1509 J& JO ANnbd 13u jB panjea satuedwod 10} udA13 Ajuo st anfea jooq ay] (3)

‘sored pryy = 7 ‘ajeidosse = ) eamuaa jutof = A g ‘Kieipisqns = 0D ()

"PI3Y [BHABD JO dTEIUIIIAA 3U) WOLJ JIJIP ASYL JI AJUO UIATS QIR SIBEIUIDIIJ DU SIZP[OYIIBYS AIELIPIO UR 1B ISIX3 T2y} SIyBL

0 Jaquinu [e101 31y pue “Jap[oy 1991p A A[pAl3YS st Auedwod Sunsaaur sy yowym Jo Funeows siopjoyaseys Areurpio ue e syydu Sunoa Jo JOqUINU oyl UsaMIBq onel oyl Aq usAIS st pasiazexa aq ued ey siy3u Funoa ayl jo adeiuasiad ayy (p)
‘PIRY [EIIAED JO IFBIUIDIIA JY} WOIJ IALIIP ADY] J1 AJUO UIAIB 2I€ SITBIUIIID (SIIBYS 20UDI]I1a PUR AJBUIPIO

811 Bunoa ynm [eaides areys [r101 pue (Jy3u Bunoa sy spioy Jarsoym) A[19o1p piay sIyFir Sunoa yim (endes aseys Sunuasaidal $a11ND3S Jo 1qUINU [810} Y} UIIMIIG O1Es ) AQ usA13 51 sIyB1r Bunoa Y plaYy SonLINO3s Jo oFruadiad ayy (o)

> JIBUS |€I0)) JOJRUILLOUIP DY) WOY PIJONPIP 34 01 dAkY saIeys Aunseass Aue ‘one siy) Funenofed uj |endsd d1eys [810) pue Apoanp pioy [exides aleys Junuasaidal SaILINDAS |{B JO INJEA [RUILIOU U} UDIMIDG ONBI 3} AQ U3AIS $1 pfay uoiuod oy (q)

‘Kjreuoniodold paleptjosuod saimuaa jutof Aq pue siseq aulj-£q-aul] B U0 PIIEPIOSU0D SaLiRIpISqns Aq Jo Auedwos juaied ay £q pjay [endeo aieys jo suoruod oy Junodde cul Sunyel palenoed st dnoin) 1w 343 Jo uotued pajenijosuod 2y} ()

SALON



100




Analysis of the main sectors of activity
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RESULTS SECTOR BY SECTOR

In order to provide better disclosure on the business segments in which the AEM Group operates
and to bring this information into line with that prepared by the TdE/Edison Group (Delmi
Group), which entered the scope of consolidation this year, starting from the fourth quarter of
2003, the Group's sectors of activity are represented according to the "chain" to which they
belong.

The following sectors of activity were identified:

Electricity "

This includes the production and sale of electricity on the free market, as well as the activities
involved in the wholesale trading of power.

Gas and Heat

This refers to the production and purchase of gas and those related to its subsequent sale on the
market or its use in the Group's thermoelectric power stations (the latter only for the TdE/Edison
Group). The sector also includes the production and sale of heat in the form of district heating and
heat management services. Lastly, it also comprises the hydrocarbon sector of the TdE/Edison
Group, except for distribution and storage activities.

Networks and Organised Markets

The following activities are also included: transmission and distribution of electricity, sale of
electricity to the captive market, distribution of gas, and, for the TdE/Edison Group, also storage
activities. Lastly, it also includes the operations of the telecommunications network owned by
Metroweb.

Services

In addition to these areas of business, there is also the Corporate sector which involves the
strategy, governance and control of the industrial operations and the centralised services provided
to the operating units, both for AEM and for TdE/Edison (Delmi Group).

Lastly, the Other Activities area includes the Water Distribution and Treatment activity carried on
by the Edison Group through its joint venture IWH.

The following table summarises the results achieved in the first quarter of 2006 by the business
segments identified in this way, with comparative figures for the corresponding period of the
previous year.
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Millions of euro 03.31.06 03.31.05 Change

Electricity

Revenues 1,195 227 968

Gross profit from operations 266 78 188

% of revenues 22.3% 34.4%

Profit from operations 185 59 126

% of revenues 15.5% 26.0%

Capital expenditure 46 26 20
(M Total Assets 8,631 8,304 327
(» Total non-current liabilities 1,972 2,011 (39)

Gas and Heat

Revenues 906 241 665

Gross profit from operations 60 40 20

% of revenues 6.6% 16.6%

Profit from operations 35 38 3)

% of revenues ' 3.9% 15.8%

Capital expenditure 14 1 13
(" Total Assets 2,088 2,019 69
(*) Total non-current liabilities 258 254 4

Networks and Organised

Markets

Revenues 235 204 31

Gross profit from operations 77 67 10

% of revenues 32.8% 32.8%

Profit from operations 56 48 8

% of revenues 23.8% 23.5%

Capital expenditure - 16 13 3
(*)Total Assets 2,689 2,672 17
(*) Total non-current liabilities 444 451 (7N

104




Millions of euro 03.31.06 03.31.05 Change

Services
Revenues | : 30 20 10
Gross profit from operations (11) (3) ¥
Profit from operations (15) 6) C))
Capital expenditure 1 3 2
(*)Total Assets ‘ 8,149 5,739 2,410
(*)Total non-current liabilities 4,182 4,675 (493)
Other Activities
Revenues 5 0 5
Gross profit from operations 1 0 1
Profit from operations 1 0 1
Capital expenditure 1 0 1
(*yTotal Assets 26 20 6
(yTotal non-current liabilities 19 3 16
Eliminations
Revenues (352) (85) (267)
Gross profit from operations 18 0 18
Profit from bperations | (1) 3 (4)
Capital expenditure | 0 0 0
(*)Total Assets (7,925) (5,433) (2,492)

() Total non-current liabilities (67) (423) 356

105



106

Millions of euro

TOTAL AEM GROUP
Revenues

Gross profit from operations
% of revenues

Profit from operations
% of revenues

Capital expenditure
() Total Assets

(*)Total non-current liabilities

(*) Non-current Assets and Liabilities
are compared with figures at December 31, 2005

03.31.06

2,019

411
204%

261

12.9%
78
13,658

6,808

03.31.05 Change

607

182
30.0%

142
23.4%

43
13,321

6,971

1,412

229

119

35
337

(163)




NATIONAL ENERGY SCENARIO
Electricity

The demand for electricity in Italy in the first quarter 2006 marked an increase of 2.9% compared
with the same period in 2005, and amounts to 85.6 TWh. Load coverage was guaranteed 91.3% by
national production with the remaining 8.7% being covered by imports.

The trend in demand has shown positive rates of growth in each of the first three months of the
year. This growth was particularly significant during the months of January (+4% compared with
January 2005), and March (+3.8%).

The national power generation came 86.05% from thermoelectric sources, 11.3% from
hydroelectric sources and 2.7% from geothermal and wind power sources.

With respect to the same period of the previous year, hydroelectric output has declined (-6.1%),
while production from thermoelectric sources (+13.9%), geothermal (+4.7%) and wind power
sources rose (+64.8%).

Overall national output grew (+11.8%) compared with a strong decline in the foreign balance (-
46.7%). :

Gas

Natural gas consumption in the first two months of 2006 came to 29.7 billion cubic metres, an
increase of 3.5% compared with the same period of 2005.

Demand in the civil and service sector rose by 0.6%, while the thermoelectric sector grew by
13.8%. On the other hand there was a decline of 4.3% in sales to the industrial sector.

The demand for natural gas r¢se sharply towards the end of 2005 and in the first few months of
2006 due not only to higher demand for civil uses because of the particularly rigid weather
conditions, but also because of the increase in electricity output by gas-fed power plants, driven in
turn by the hefty increases in energy exports due to the competitiveness of prices on the Italian
Power Exchange compared with the European market.

On the other hand, the supply of gas showed some weaknesses due, among other things, to lower
gas supplies from Russia, to the lack of import and gas storage infrastructure, as well as an
improper use of storage facilities by operators, especially in the early part of the winter season.
The Ministry of Productive Activities therefore ordered industrial and thermoelectric plants to
switch to fuel oil, having activated the climate emergency procedure to maximise gas imports and
reduce consumption, shutting off industrial customers with interruptible contracts. Initially, the
switch was limited to plants that had the chance to use alternative fuels that were compatible with
the environmental rules; later, up until March 31 (with Decree Law 108 of March 8, 2006), power
stations were authorised to use fuel oil also in derogation of the current environmental regulations.
Certain plants belonging to Edipower and AEM have been affected by art. 4 of the Decree of
January 25, 2006, to the extent that up until March 31, 2006 Terna carried out dispatching for oil-
fed power plants and plants fed by renewable energy sources, putting them on a par with the units
that are essential for the security of the system.

Of the various measures designed to reduce the national demand for gas in a short period of time,
the Ministry of Productive Activities also introduced and regulated, with a decree on January 20,
2006, a mechanism designed as an incentive to offer additional interruptibility. The Authority
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implemented this decree with resolution 10/06, thus activating a transitional system for “voluntary
interruptibility” of gas supplies, based on market principles.

Faced with an exceptional emptying of the storage tanks as a result of the gas emergency, the
Authority passed resolution 71/06 introducing urgent transitional measures regarding balancing
fees to be applied to users of the storage service that use a higher injection capacity than the one
granted to them, and for reintegration of the storage tanks. This procedure, as updated by the
Ministry of Productive Activities, provides that, once the climate emergency is over, the
obligation to maintain maximum gas injections into the network remains, so as to ensure timely
restoration of the country's strategic reserves. In this connection, the Authority provided for the
injection period of thermal year 2006-2007, that the balancing fees as per art. 15.2 of resolution
119/05 should not be applicable only in cases where the higher use of injection capacity over and
above that granted is the consequence of the activities needed to maximise injections into the
network.

Lastly, as regards long-term interventions, measures are being planned which will act as an
incentive for the development of storage facilities by boosting those that exist already, for the
conferral of new concessions and for the inclusion of new investments in storage facilities in the
standard tariff.




ELECTRICITY

The Electricity sector includes the production and sale of electricity on the free market and
marketing activities in the wholesale electricity market.

In addition to the activities carried on in this sector by the AEM S.p.A. and by its subsidiaries
AEM Trading S.r.l. and AEM Energia S.p.A., it also includes the AEM Group's portion of the
activities carried on by Edipower S.p.A. and the Electricity sector of the TdE/Edison Group
(Delmi Group).

In particular, the companies or activities represented by this segment concern:

AEM S.p.A. and its subsidiaries

o Production Division of AEM S.p.A. This is the division of the Parent Company that
looks after the technical side of the thermoelectric and hydroelectric plants owned by AEM
S.p.A. The dispatching of the energy produced by these power plants has been delegated to
the subsidiary AEM Trading S.r.I. on the basis of specific contracts which govern their
respective roles and responsibilities from an economic and legal point of view. Under these
agreements, the Production Division of AEM S.p.A. took on responsibility for managing
the generation facilities from a technical point of view, guaranteeing the production of
electricity on the basis of the dispatching plans drawn up by AEM Trading S.r.l.. AEM
Trading S.r.l., on the other hand, has been delegated responsibility for buying the fuel
needed for thermoelectric production and for selling the electricity produced on the
market.

e Electricity Area of AEM Trading S.r.l. AEM Trading S.r.l. operates on the wholesale
electricity markets. It is also involved in energy portfolio management for the entire AEM
Group. The company has contracts for use of the production capacity installed at the
power plants of AEM S.p.A. and Edipower S.p.A. It operates directly on the markets
organised by Gestore del Mercato S.p.A. (IPEX) and trades in electricity through bilateral
contracts with other operators, in addition to purchases and sales on foreign markets. As
part of its portfolio management activity, AEM Trading S.rl. is also responsible for
meeting AEM Energia S.p.A.'s electricity requirements.

o Electricity Area of AEM Energia S.p.A. This company sells electricity to eligible
customers.

Companies consolidated on a proportional basis

e Edipower S.p.A. This company, which is consolidated 20% on a proportional basis
directly by AEM S.p.A., owns thermoelectric and hydroelectric plants for electricity
generation.  Edipower S.p.A. has signed agreements with the operating partners for the
dispatching of the electricity produced by its own plants.

Under these contracts, the company exclusively looks after the technical side of the plants,
guaranteeing production on the basis of dispatching plans agreed with the operating
partners. For AEM, these agreements were signed by AEM Trading S.r.l.
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e Electricity sector of the TdE Group/Edison (Delmi Group). The results of the
TdE/Edison Group's Electricity sector have been proportionally consolidated at 50% (just
for the first quarter of 2006) and include the electricity production and sale activities
carried on by Edison S.p.A. and its subsidiaries. They also include results of Edipower
S.p.A., proportionally consolidated at 50% by Edison S.p.A. Compared with the figures of
the Electricity segment shown in the consolidated financial statements of the TdE/Edison
Group, the electricity transmission activity performed by Edison Rete S.p.A. has been spun
off and included in the Networks and Organised Markets segment.

Regulatory and tariff framework

PRODUCTION DIVISION

Hydroelectric plants

The 2006 Budget Law approved on December 22, 2005 foresaw certain amendments to the
regulations on the hydroelectric concessions defined in Decree 79/99:

- all of the major hydroelectric concessions have been extended for ten years compared with
the expiry dates contained in Decree 79/99; the extension is subject to carrying out
"suitable plant modernisation". The concession holders that intend to take advantage of the
extension have to pay for four years from 2006 an additional annual fee of 3,600 euro per
MW of nominal installed power;

- the concessions have to be assigned after a public tender. Paragraph 12.3 of Decree 79/99,
which provided for a preferential right when the concession is granted in favour of the
previous concession holder, has been abrogated.

A decree by the Environment Ministry determined the increase for the two-year period 2006-2007
of the annual surcharge due by the concession holders of water offtakes for the production of
power with an average nominal power of more than 220 kW.

Other ways of disposing of electricity produced by plants using energy from renewable sources
and incentives for the production of photovoltaic energy.

Following the consultation in July 2005, the Authority for Electricity and Gas issued provision
28/06 which governs the technical and economic conditions of the on-the-spot exchange of energy
produced by plants fed by renewable sources with a nominal power of not more than 20 kW, as
per article 6 of Decree 387/03 of December 29, 2003.

The resolution replaces provision 224/00, which regulated such conditions, starting in January
2001, only with reference to photovoltaic installations with a nominal power of not more than 20
kW, and extends this method of selling the energy produced to all of the other renewable sources
and to free-market customers, which were excluded under art. 2.2 of the previous norm.

Dispatching rules

Resolution 168/03, which regulates the merit-order dispatching service for the production plants,
lays down that GRTN (Terna S.p.A. from November 1, 2005) has to submit a set of dispatching
rules to the Authority which approved them with resolution 253/04.




With resolution 20/06 the Authority approved the modifications to the set of rules for merit-order
dispatching proposed by Terna in order to include the considerations made by the AEEG in
resolution 168/03 regarding the storage of energy for the security of the system, specifying the
technical and procedural conditions for use of the production and strategic pumping units.

Terna has in fact submitted to the Authority a simplified approach for the operational management
for the presentation of offers by such production units, proposing that the sale offers relating to
such units presented in the day-ahead market or in the adjustment market be granted the maximum
dispatching priority. Lastly, Terna has proposed a.change to the price relating to the purchase and
sale offers made by these production units.

With resolution 226/05 the Authority established the contents of electricity transmission and
dispatching services on the national grid for the purpose of regulating the activities relating to this
service from November 1, 2005.

From this date, implementing the decree of the President of the Council of Ministers of May 11,
2004, GRTN S.p.A. transferred to Terna S.p.A. the activities and all assets and liabilities relating
to the running of the national grid. GRTN only retains the rights and obligations relating to the
buying and selling of electricity as per art. 3.12 of Decree 79/99, management of the incentive
mechanisms for renewable sources as per art. 11 of the same decree, as well as the mechanisms
mentioned in Decree 387/03 for the part that concerns it. This resolution also provides for
application, from the same date, of the Transmission and Dispatching Code proposed by GRTN
and approved by the Authority with resolution. 79/05.

With resolution 138/05 the Authority initiated a process designed to develop a series of measures
relating to the conditions for the management of the dispatching priority of renewable source
production plants when the national power system risks going into overload.

The purpose is to study and resolve the problems involved in operating such plants, as reported to
the Authority by various operators during 2005 and attributable to the dispatching service granted
to them, as pointed out by GRTN.
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Emissions trading

In accordance with EU Directive 2003/87/CE, the Member States have to take steps to ensure that
no plant that involves CO2 emissions is still in operation from January 1, 2005 onwards, unless
the manager has an authorisation from the competent authority that contains an obligation to
return rights or quotas for issuing a metric tonne of CO2 to the extent that such emissions are
effectively released into the atmosphere during each calendar year.

The EU Law of 2004 delegated the Government to adopt a Decree to incorporate the Directive
into Italian law, in compliance with a series of principles and directive criteria.

In the meantime, the Government has issued Decree Law 273/04 containing urgent measures for
application of the system, and two Ministerial Decrees for its implementation.

Pursuant to these provisions, thermoelectric producers (as well as operators in other industrial
sectors interested in the application of the directive) have been able to present a request for
authorisation to emit greenhouse gases: as regards the AEM Group, applications for authorisation
were filed for the Tecnocity, Famagosta (authorised by Decree of 12/28/04) and Cassano plants
(authorised by Decree of 12/31/04).

Implementation of the system in each country is formally subject to approval of the National
Allocation Plan of emissions and the preparation of emission registers. On February 23, 2006 the
European Union officially approved Italy's National Plan for the assignment of CO2 emission
quotas. As a result, the Environment Ministry issued a decree on the "Assignment and release of
CO2 quotas for the period 2005-2007" by sector and by plant, which regulates the transfer,
restitution and cancellation of the quotas. With a subsequent decree, quotas will also be assigned
to the plants of new entries. Quotas were released for 2005-2006 and recorded in the register kept
by APAT (those for 2007 will be released by February 28, 2007).

O February 16, the Ministry issued a decree on the "Recognition of the authorisations to issue
greenhouse gases released under decrees 2179, 2215/04 and 13/05 in accordance with Decree Law
273 of November 12, 2004, converted into law, with amendments, by Law 316 of December 30,
2004".

On January 26 and March 2, the Environment Ministry also published:

"Instructions for the verification of communications of emissions foreseen by article 14.3
of EU Directive 2003/87/CE of the European Parliament and Council”, which pointed out
that this activity of verifying emissions communications was subject to the granting of
recognition by the Competent National Authority (the General Directorate for
Environmental Research and Development);

- the decree, signed by the Director General for Environmental Research and Development,
Corrado Clini, granting recognition for greenhouse gas emissions communications
verification activities.

In accordance with these provisions, production enterprises had to report their CO2 emissions in
2005 to the Environment Ministry by the end of March 2006. Emissions certifications will have to
be recorded in the special register for the sale and purchase of quotas on the national and
international markets.

As regards the national market, there have been delays in GME's implementation of the ad hoc
platform for the market in CO2 emission quotas (so-called "Black Certificates"), linked to those in
green and white certificates.




Provisions concerning green certificates

With Deed 7/06 of March 14, 2006,.the Authority presented to Parliament and to the Government

observations on article 267 of the draft decree enabling the provisions of Law 308 of December

15, 2004, "Mandate to the Government for the reform, coordination and integration of legislation

regarding the environment and measures of direct application".

This article introduced a series of interventions and amendments to the current legislation relating

to the electricity sector, which would have entailed an increase in the overheads charged to

consumers; it also touched on elements regarding the safety, security and equilibrium of the
national power system.

In particular, the Authority contested:

- paragraph 4.a) of the article, which provided for dispatching by Terna S.p.A. for the plants fed
by renewable sources, putting them on a par with the units considered essential for the security
of the power system;

- paragraph 4. c), of the article which proposed the matters already provided for in article 5.9 of
Decree 10/24/05, namely, in the event of there being excess supply of green certificates, that
GRTN would purchase the surplus certificates at the maximum reference price;

- paragraph 4,d) of the article which proposed the matters already provided for in article 11.5 of
Decree 10/24/05 in connection with the definition of the price for electricity withdrawn in
accordance with article 13.3 of Decree 387/03".

The effect of the new rule would have been to increase the selling price of such energy by
around 10%, which would have affected the tariff paid by captive-market customers.

On March 29, 2006 the Govefnment approved a new text on the environment mandate, amending
art. 267.4 as requested by the Authority.

On the other hand, the article was not amended as regards district heating, which is given a
subordinate role compared with renewable sources. In fact, letter ¢) of paragraph 4 of the article
says that the green certificates accrued in accordance with article 71 of the Marzano Law can only
be used to fulfil the obligation as per article 11 of Decree 79/99 after complete cancellation of the
certificates accruing by producers of electricity from renewable sources (as defined in art. 2.1.a) of
Decree 387/03).

In accordance with letter d) with paragraph 4 of the article, the period of validity of green
certificates has been extended to 12 years.

The new version of the Environment Code was signed by the President of the Republic on April 3.
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Sale

Law 239/04, the reform of the energy sector which was approved on July 30, has therefore
introduced EC Directive 2003/54/CE into Italian law, with the result that from July 1, 2004 any
non-residential end-customer is now an eligible customer and from July 1, 2007, any end-
customer will be an eligible customer. '

TRADING DIVISION

Provisions concerning imports

With resolution 269/05, in implementation of the decree issue by the Ministry of Productive
Activities on December 13, 2005 - Determination of the methods and conditions for electricity
imports in 2006 - the Authority approved the rules for 2006 concerning the management of import
and export congestion on the interconnection network with other countries and for the assignment
of hedges against the risk associated with price differentials between areas of the Italian Electricity
Market and adjacent areas abroad. The measure concerns 50% of the import capacity available to
the manager of the Italian national grid (excluding the capacity reserved for the execution of long-
term contracts with ENEL S.p.A. relating to supplies to the captive market, equal to 2,000 MW)
on the electricity borders with France, Switzerland, Austria, Slovenia and Greece, while the other
50% is assigned according to other rules established by the individual neighbouring States.

Note that the Ministerial decree has given the Sole Buyer hedges against the price risk for 26% of
the assignable capacity (for a total of 2,550 MW), while the rest is assigned to the free market.

The Authority has continued the progress undertaken last year in implementing regulation

1228/2003 of the European Commission . Therefore, market mechanisms have been foreseen for

2006 both for the congestion manager (having recourse to the Power Exchange's Day-Ahead

Market), and for the assignment of hedges on the differential between the foreign price and the

domestic price for the zone of importation (to guarantee Italian consumers against the risk of

volatility in congestion costs on the interconnection networks). The measure adopted by the

Authority for 2006 makes it possible to achieve a number of objectives, including:

— full implementation of market mechanisms by simultaneously adopting two competitive
auctions (one implicit, the other explicit) in line with what emerges from the recommendations
of the European Commission for implementation of this regulation;

~ more efficient allocation, which translates into economic signals that can enhance the transport
capacity for supplies from abroad;

— the use of auction proceeds for the benefit of Italian end-customers, in line with the
instructions contained in the regulation, already during the year to which the assignments refer
(20006).

It is also worth mentioning that with a Decree of December 23, 2005 the Ministry of Productive
Activities issued directives for Acquirente Unico S.p.A. regarding long-term import contracts for
the year 2006, setting at 66 euro/MWh the maximum price at which it can be sold electricity
imported by ENEL S.p.A. unless long-term contracts.

At December, RTE, the manager of the French national grid, auctioned off the import capacity
towards Italy, including the quota of long-term contracts stipulated by ENEL, which contested this




decision. The results of the allocations on the part of Terna S.p.A. at the border with France will in
fact be provisional up until a solution can be found for this dispute.

On December 29, the Sole Bﬁyer announced the auctions for the purchase of imported electricity
for 2006.

Provisions concerning CIP 6 energy

As regards the allocation of CIP 6 electricity for 2006, with a decree on December 5, the Ministry
of Productive Activities established an allocation price of 55.50 euro/MWh. The assignable
capacity therefore comes to a total of 5600 MW and is reserved 40% for the Sole Buyer, with the
rest being allocated to free market customers.

Provisions concerning the functioning of the Power Exchange and control of market leverage

The functioning of the Power Exchan;Le

On April 1, 2004 the Italian Electricity Market (or "Power Exchange") became definitively
operative, pursuant to article 5 of Decree 79 of March 15. 1999. A letter from the Ministry of
Productive Activities dated April 1, 2005 postponed to June 30 2005 the date for the start-up of
normal demand on the Power Exchange.

The Power Exchange, which is organised and run by Gestore del Mercato Elettrico S.p.A.
(“GME™), is a non-obligatory market: taking part in market sessions (the "day-ahead market" and
the "adjustment market") is voluntary, as producers can sell power through physical bilateral
contract stipulated outside the Exchange.

The only constraint on participation, which affects all plants (both those that direct their output to
the Power Exchange and those that have stipulated bilateral contracts), concerns the market for
dispatching services; participation in this market is obligatory for production units that are
authorised to provide dispatching services (whether planned or in real time, i.e. when executing
balancing orders on the request of GRTN).

From an operating point of view, by 9.00 a.m., the head of a significant production unit that has
decided to sell its energy through the Power Exchange takes part in the market sessions, which
involve sending hourly bids via internet to GME with an indication of the price and quantities that
the operator intends to produce the following day. Nonetheless, if a production unit has signed a
physical bilateral contract, it still has to send GRTN its injection programme for the following day
(through GRTN's specific "bilaterals platform" set up specifically for this purpose).

After the closing of the day-ahead market, GME analyses the hourly quantity/price bids received
and decides the merit order of the plants called upon to produce energy to satisfy demand for the
following day, net of the part already covered by bilateral contracts, which are treated as "transit
or priority dispatching".

At the end of each day - or rather, once the sessions of the adjustment and dispatching service
markets have closed - a so-called "cumulative market programme" for the next day is prepared and
sent to GRTN. Non-compliance with this programme in "real time" (on delivery day) on the part
of the plant head entails having to pay so-called "out-of-balance charges" to GRTN.

With the market entry of demand, the expected energy requirement for each hour of the following
day is expressed directly by the consumers (or by their suppliers) through hourly purchase bids on
the Power Exchange. :
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In this context, the hourly consumption programmes (l1ke those ol production) are also aetermined
by selecting the bids according to their merit order (i.e. in decreasing order of price) so as to
guarantee that the demand expressed by consumers is satisfied even at the minimum cost, while
also respecting the network transport restrictions established by GRTN.

The price that is generated is unique for each hour throughout the 24 hours of the following day.
In the event of congestion, the market can be split into zones with different selling prices.
Producers that sell electricity to GME get paid the price for the market zone where its production
unit is located; consumers, on the other hand, pay a single nationwide price, which is equal to the
average of all of the zone prices, weighted on the basis of consumption.

With resolution 282/05, the Authority approved the subdivision into zones of the relevant network
from January 1, 2006 for a period of not less than three years, proposed for approval by Terna
S.p.A., considering the start-up of new power plants and lines scheduled for 2006.

With resolution 5/06, the Authority ordered from January 1, 2006 a redefinition of the macrozones
(which are specific groups of zones that represent the relevant geographical markets in which the
relevant wholesale power market is split), foreseeing that the Calabria zone was to be included in
macrozone D and no longer in macrozone B.

This measure follows the communication to the Authority under resolution 176/05 by Gestore
della Rete (now Terna S.p.A.) of the planned coming into service for 2006 of the very high tension
power line between Rizziconi and Laino, which will significantly modify the constraint on
transport between the limited production hub at Rossana Calabro and the Calabria zone and
between the Calabria zone and the Sicily zone.

Given that resolution 50/05 provides that certain indices for the monitoring of the wholesale
power market are to be defined with reference to the macrozones, in order to obtain consistent
batches of information to monitor the wholesale power market, the measure lays down retroactive
application of the amendments introduced for the year 2005 and subsequent years, respectively
(from January 1, 2006).

Control of market leverage

To close this consultation phase, the Authority issued resolution 212/05 which defined measures
for the promotion of competition in the wholesale power market for the year 2006, aimed at the
pivotal operators (ENEL and Endesa). The mechanism introduced lays down that if the pivotal
operators do not conclude by November 15, 2005 "contracts with option-less coverage" with
selected counterparties by means of non-discriminatory procedures for the amount of hourly
production capacity for which they are able to determine the market price, hour by hour, which
regulates the transfer of virtual production capacity (Virtual Power Plant).

ENEL has appealed against this measure. The injunction passed by the Lombardy Regional
Administrative Tribunal (TAR)was in turn suspended by the Council of State. ENEL then initiated
procedures for auctioning off virtual capacity in accordance with the resolution.




Provisions concerning sales to the Sole Buyer of energy destined for the captive market and the
assignment of CCC.

As regards procurement for 2006, the Sole Buyer has announced a first auction for so-called "two-
way" differential contracts (similar to swaps: a fixed price is exchanged for a variable price) on
October 28, 2005 (a base load-type product) and a second auction (peak-type product) on
November 14, having as a point of reference the hedge for prices in the macrozone made up of the
“Centre North, Centre South, South, Calabria, Sicily and Sardinia". At the second auction, AEM
Trading was assigned peak contracts of 400 MW in the first and the third quarters, 425 MW in the
second quarter and 250 MW in the fourth quarter.

Nine entities, with a total offer of 69 bands (1,725 MW) for the 1st quarter, 39 bands (975 MW)
for the 2nd quarter, 15 bands (375 MW) for the 3rd quarter, 24 bands (600 MW) for the 4th
quarter, took part in a third auction for differential contracts relating to 2006. AEM Trading was
assigned 25 MW in the second quarter and 250 in the fourth quarter.

Lastly, we would point out that Terna has published the results of the CCC allocations (hedging
against the risk of volatility of the fee for allocation of transport capacity), base load-type and
peak load-type with an annual validity relating to 2006: AEM Trading was assigned “base load”
transport capacity (known as CCC, an ltalian acronym for Copertura del Corrispettivo della
Capacita) for the North zone and Sicily. Monthly CCCs have not yet been assigned.

In 2005, AEM Trading was assigned annual CCCs with monthly CCCs for the North zone.
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Quantitative data

(million kWh) 03.31.06 03.31.05 Change % 06/05
SOURCES
AEM
Net production 2,901 2,318 583 25.2%
. Thermoelectric 966 667 299 44.8%
. Hydroelectric 373 422 49) -11.6%
. From Edipower plants 1,562 1,229 333 27.1%
Purchases from other producers (1) 417 450 (33) -7.3%
Total sources of funds - AEM 3,318 2,768 550 19.9%
Edison (2)
Net production 6,606
. Thermoelectric 4,306
. Hydroelectric 235
. Wind power 79
. From Edipower plants 1,986
Purchases and exchanges from other
producers 1,673
Total sources of funds - Edison 8,279
TOTAL SOURCES 11,597 2,768 8,829 ns
APPLICATIONS
AEM

Sales to eligible customers and

wholesalers 1,305 1,653 (348) -21.1%
Sales on the Stock Exchange 1,962 1,115 847 76.0%
Export 51 0 51

Total applications - AEM 3,318 2,768 550 19.9%
Edison (2)

Sales to eligible customers and

wholesalers 4,921

Sales on the Stock Exchange 542

CIP-6 dedicated production 2,793

Export 24

Total applications - Edison 8,279

TOTAL APPLICATIONS 11,597 2,768 8,829 ns

(1) Excludes purchases by the Sole Buyer for the captive market
(2) 50% of the figures for the period 01.01.06 - 03.31.06.
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In the first quarter 2006, the Group's total electricity output came to 9,507 GWh, to which has to
be added purchases of 2,090 GWh, for a total availability of 11,597 GWh. These figures, for 2006
only, include AEM's share (50%) of the plants and purchases of Edison, given that the TdE/Edison
(Delmi Group) was included in the scope of consolidation of the AEM Group starting from the
fourth quarter of 2005. '

The availability of electricity was allocated as follows: 6,226 GWh for sale to eligible end-
customers, wholesalers and traders, 2,504 GWh for sale on the Power Exchange, 2,793 GWh for
sale to GRTN relating to Edison CIP-75 production plant and 75 GWh for sales abroad.

Given the lack of consistency with the previous year caused by the inclusion of 50% of the

TdE/Edison Group (Delmi Group) in the scope of consolidation, the comments on the variances °

compared with the previous year will be limited exclusively to the activity of AEM S.p.A. and its
direct subsidiaries.

The increase in thermoelectric production of AEM's plants came to 44.8% thanks to the start-up
of the new combined-cycle group at the Cassano d’Adda plant . Hydroelectric power generation
declined by 11.6%, due to reservoir management strategies and a lower availability of water.
Output by Edipower's plants was higher overall .that for the same period last year (+27.1%),
mainly because of the start-up of the oil-fed power plants in application of the "Gas Emergency
Decree". AEM's share of production related to the gas emergency was around 400 GWh.

Higher production by AEM made it possible to reduce by 7.3% the purchases made on the Power
Exchange and from third parties compared with the first half of the previous year. The main
procurement source was buying from other national operators for 209 GWh (including
withdrawals by way of negative balancing), followed by purchases on the Power Exchange of 82
GWh and imports of 22 GWh. The figure also includes 104 GWh (90 GWh in 2005) for purchases
of electricity on foreign markets for sale on those same markets.

As regards the destinations, first quarter sales on the Power Exchange rose by 76.0% compared
with the first quarter of the previous year, reaching 1,962 GWh, partly because of the gas
emergency, whereas direct sales to eligible end customers and wholesalers went down by 21.1%
to 1,305 GWh, including sales of 104 GWh on foreign markets.
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Relevant events

The main events during the quarter concerning the Electricity segment were as follows:

as a result of the gas emergency, the start-up of oil-fed power plants was authorised. The
same decree delegated their dispatching and that of the plants fed by renewable sources to
Terna S.p.A. This decree meant that Edipower had to manage autonomously and outside
the tolling contract, certain groups of the power stations at Sermide, Turbigo and San
Filippo, between January 27 and March 24, 2006, with the dispatching being handled
directly by Terna S.p.A.;

January 2006 saw the commercial start-up of the new 380 MW (Group 6) combined-cycle
unit at the Cassano d'Adda thermoelectric plant (owned 75% by AEM S.p.A., 25% by
ASM Brescia). it injected electricity into the grid for the very first time on January 18,
2006 (1,000 MW);

January 2006 also saw the commercial start-up of the new CCGT (788 MW + 49 MW of
post-combustion) at the Piacenza plant owned by Edipower, after the completion of testing
in December 2005;

work began on building a new 800 MW combined-cycle plant at Turbigo, owned by
Edipower;

February 9, 2006, Edison's new 16 MW wind park was inaugurated at Ripabottoni, in the
province of Campobasso. In total, Edison now has 24 wind parks with a total installed
power of around 260 MW,

Income statement figures

Millions of euro 03.31.06 03.31.05 Change
Revenues 1,195 227 968
Gross profit from operations 266 78 188
% of Revenues 22.3% 34.4%

Amortisation, depreciation and

provisions (81) (19) (62)
Profit from operations 185 59 126
% of Revenues 15.5% 26.0%

Capital expenditure 46 26 20

In the first quarter of 2006, also considering AEM's share of the TdE/Edison Group (Delmi
Group), the revenues of the Electricity sector amounted to 1,195 million euro, with a gross profit
from operations of 266 million euro which after amortisation, depreciation and provisions of 81
million euro led to a profit from operations of 185 million euro.




Considering the fact that the scope of consolidation in the first quarter 2006 is not comparable
with that of the previous year, the following table shows the contribution made to this segment by
AEM S.p.A. and its subsidiaries and by the proportionally consolidated companies, represented by
the TdE/Edison Group (Delmi Group), which is the new entry compared with 2005.

Millions of euro AEM (1) EDIPOWER (2) EDISON (3) Eliminations ELECTRICITY
N3.31.06 03.31.05 03.31.06 03.31.05 03.30.06 033105 03.31.06 03.31.05 0331.06 0331.05

Revenues 304 227 83 44 893 (85) (44) 1,195 227

Gross profit from operations 103 . 59 21 - 19 142 266 78
% of Revenues 33.9% 26.0% 25.3% 43.2% 15.9% 22.3%  344%

Amortisation, depreciation

and provisions (8) (8) (14) 11) (59) (81) (19)
Profit from operations 95 51 7 8 83 185 59
% of Revenues 31.3%  22.5% 8.4% 18.2% 9.3% 155%  26.0%
Capital expenditure 9 16 7 10 30 46 26

(1) This includes the Production Division of AEM S.p.A. and the Electricity Divisions of AEM Trading S.r.l. and AEM Energia S.p.A.
(2) This only relates to the 20% directly consolidated by AEM S.p.A.
(3) Electricity Division of the TdE/Edison Group excluding the transmission activity. Consolidated 50% for the period 01.01.06 - 03.31.06.

AEM

The increase in net revenues from 227 million euro in the first quarter of 2005 to 304 million euro
in the first quarter of 2006 (+ 34%) mainly derives from the growth in average selling prices, due
to the impact of higher fuel costs, and from a simultaneous rise in the volumes of electricity sold.

Revenues include, among other things, surplus green certificates with validity 2005 and 2006 and
the valorization of excess emission rights.

Gross profit from operations in the first quarter of 2006 amounted to 103 million euro, around
75% more than the 59 million euro in the same period last year. Gross profit from operations has
also improved as a percentage of sales compared with 2005, rising from 26% to 34%.
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The increase in gross profit from operations 1s mainly due to:

- better margins on the electricity sold for 24 million euro, thanks to a more favourable
sales/procurement mix;

- the contribution made by green certificates of 8 million euro;
- the contribution made by the valorization of emission rights of some 6 million euro;

- the booking as additional revenues, as required by IFRS, of the fair value of the one-way
differential contracts stipulated with the Sole Buyer for 3.3 million euro, and which despite
being an economic hedge, are not considered IAS compliant;

- the margin of 9 million euro realised on the sale of fuel.

Amortisation, depreciation and provisions of the sector amount to 8 million euro in line with the
previous year.

Because of the changes explained above, the profit from operations in the first quarter went from
51 million euro in 2005 to 95 million euro in 2006, a growth of 86%, reaching 31% of total
revenues (23% in 2005).

Capital expenditure amounted to 9 million euro and concerned:

- for 4 million euro, the hydroelectric plants, mainly those associated with continuing the
works to boost the Premadio plant (for the construction of the left-hand derivation),
installation of new control panels at the San Giacomo dam and in the Conca Fallata district
of Milan, consolidation work on the San Giacomo dam, as well as the renewal of
electromechanical components;

- for 5 million euro the thermoelectric power plants, for the completion works on the new
Group 6 at Cassano d’Adda power station.

Edipower

The total volume of electricity produced by Edipower in the first quarter of 2006 amounted to
1,562 GWh, with an increase of 27.1% compared with the same period of the previous year,
mainly due to the start-up of the oil-fed power stations under the "Gas Emergency Decree"
mentioned previously.

The significant increase in sales, from 44 to 83 million euro, relates to the production and direct
sale on the Power Exchange of around 400 GWh more than in 2005, based on implementation of
the must run status of certain power plants.

The trend in gross profit from operations, slightly up in absolute terms, but with a sharp reduction
as a percentage of sales, is related to the presence of electricity produced by using fuel-oil and sold
directly to Edipower, whereas dispatching is usually handled directly by the tollers and the
company only records the tolling revenues. The Gas Emergency Decree required Terna S.p.A.




to define for the plants in must run mode the fees needed to reintegrate any higher costs incurred,
such as overheads for the safety and security of the natural gas system, including the cost of
emission trading.

In addition, construction work continued in the first quarter of 2006 on the new 800 MW
combined cycle at the Turbigo plant and the refurbishment of the no. 1 and 2 generating units at
the Mese Power Station (phase 1).

TdE/ (Delmi Group)

In the first quarter of 2006, the part of the Electricity Division of the TdE/Edison Group (Delmi
Group) pertaining to AEM turned in revenues of 893 million euro, with a gross profit from
operations of 142 million euro, equal to 16% of revenues .

The profit from operations, after depreciation, amortisation and provisions of 59 million euro,
came to 83 million euro.

During the period under consideration, the portion of capital expenditure pertaining to AEM was
30 million euro (including Edison's portion of Edipower's investments, equal to 9 million euro),
which concerned:

- in the thermoelectric field, ongoing investment in the 800 MW plants at Torviscosa (UD),
Simeri Crichi (CZ) and Altomonte (CS) and investments on the Turbigo (MI) and Mese
(SO) stations belonging to Edipower;

- in the field of wind power, completion of the “San Bartolomeo Wind Park” (16 MW) in
the Municipality of Ripabottoni (CB) which entered service in February 2006.
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GAS AND HEAT

The Gas and Heat segment includes the various activities involved in the production and purchase
of gas and its subsequent sale on the market or its utilisation in the Group thermoelectric power
stations. it also includes the production and sale of heat in the form of district heating and heat
management services.

In addition to the activities carried out in this sector by the subsidiaries of AEM S.p.A. (AEM
Trading S.r.l., AEM Energia S.p.A., AEM Gas S.p.A. and AEM Calore & Servizi S.p.A)), it also
includes, for the portion pertaining to the AEM Group, the activities carried on in the
Hydrocarbons segment by TdE/Edison Group (Delmi Group) and Plurigas S.p.A.

Note that following the agreement to sell Serenissima Energia S.r.1. to ACSM Como, its costs and
revenues are recorded in a separate item called "result of assets due to be sold", both in first
quarter 2005 and in first quarter 2006.

In particular, the companies or activities represented by this segment concern:

AEM S.p.A. and its subsidiaries

e Gas Division of AEM Trading S.r.l. It handles the purchases of gas needed to cover the
requirements of the thermoelectric plants of AEM S.p.A. and Edipower S.p.A., (only for
the portion pertaining to the AEM Group) for which it handles the dispatching of the
electricity produced, as well as the gas that AEM Energia S.p.A. buys for resale.

¢ Gas Division of AEM Energia S.p.A. It sells gas to end-customers.

o Heat Division of AEM Gas S.p.A. It is the owner of the cogeneration plants at Tecnocity
and Famagosta (districts of the city of Milan), heating plants and the district heating
networks connected with these plants. The cogeneration plants are under contract to AEM
Trading S.r.l. which has the right to use their production capacity in exchange for an
annual fee. The district heating networks and heating plants are under contract to AEM
Calore & Servizi S.p.A.

¢ AEM Calore & Servizi S.p.A. It is involved in selling heat through the district heating
networks owned by AEM Gas S.p.A. and in heat management services. It also carries on
an activity in the field of facility management services, which has become marginal
following the sale of the national division to Cofathec on April 1, 2005.

Companies consolidated on a proportional basis

e The Hydrocarbons Division of the TdE/Edison Group (Delmi Group). The results of
the Hydrocarbons Division of the TdE/Edison Group (Delmi Group) have been
proportionally consolidated at 50% (just for the first quarter of 2006) and include the gas
production, procurement and sale activities carried on by Edison S.p.A. and its
subsidiaries. Compared with the figures for the Hydrocarbons Division shown in the
consolidated financial statements of the TdE/Edison Group (Delmi Group), these figures
exclude the distribution and storage activities carried on by Edison DG S.p.A. and Edison




Stoccaggio S.p.A., respectively, which have been included in the Networks and Organised
Markets segment.

e Plurigas S.p.A. The company, which is proportionally consolidated at 40% by AEM
S.p.A., operates in the wholesale natural gas market, stipulating purchase contracts mainly
to cover the needs of its shareholders (AEM S.p.A., AMGA S.p.A. and ASM Brescia

S.p.A.). The company provides shipping services and also sells gas to wholesalers and
large end-users.

Regulatory and tariff framework

e Sale of gas to end-customers

Tariff regime

The DPCM (Decree of the President of the Council of Ministers) of October 31, 2002 delegates to
the Authority the task of "defining, calculating and updating electricity and gas tariffs, both before
and after the opening up of the market to eligible customers, so as to permit an orderly and gradual
transfer to a deregulated market by end-users who find themselves in the condition of being a
captive customer”.

In the conviction that the market is still not mature enough to guarantee competitive conditions
that would permit consumers a sufficiently wide choice of trading offers from which to choose the
most advantageous, the Authority laid down that when quoting their own economic conditions,
companies selling gas will also have to quote the price calculated according to the criteria set by
the Authority with resolutions 138/03 (partially modified by resolution 27/04). The final price
offered is made up of the following components: distribution, transport and stocking, a variable
fee for wholesale sales and a variable fee for retail sales.

There will also be a compensation system to ensure that the effects of applying the new economic
conditions in areas with low average annual consumption will have a gradual impact over time.

In order to verify the level of competition in the market, the Authority concluded with resolution
31/06 the proceedings commenced with resolution 48/05 to revise the provisions of article 14.1 of
resolution 138/03. As part of this process, various elements and information were acquired which
made it possible to draw an up-to-date picture of the current level of competition in the market for
natural gas sales to end-customers. Given the significant critical aspects that emerged from a
competitive point of view, the Authority decided that there was no reason to change or revoke the
regulatory protection mechanism, but rather to continue monitoring the evolution of the natural
gas market's degree of openness to competition.

Starting from the conclusions of the report entitled "Situation of the market selling natural gas to
end-customers in Italy", attached to resolution 31/06, the Authority then made various
observations and proposals in its consultative role reporting to Parliament and the Government. Its
report of February 15, deed 2/06, listed the interventions to be made to raise the level of
competition in the sale of natural gas to end-customers and to protect the interests of consumers.
The report pointed out, on the one hand, the dominance that ENI, the incumbent, has exercised,
and continues to exercise over all of the infrastructure for importing gas into Italy, which
conditions the entire gas chain; on the other, it points out how the supply of gas to end-customers
tends to be highly fragmented, with gas usually being sold through local entities.
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The elements gathered do show timid signs ot the market opening up, but overall they draw a
picture featuring highly critical aspects during the sale to end-customers phase, such as to render
necessary interventions able to foster a competitive comparison among vendors.

Resolution 68/06 defined, for the period from April 1, 2006 — March 31, 2007, the value of the
stocking tariff element in the economic conditions for the supply of natural gas foreseen in
resolution 138/03. With the same measure, the Authority ordered the recalculation of the QS
component for the period April 1, 2005 - March 31, 2006, also considering the outcome of the
administrative dispute that arose about the raw material element, but deferring the equalisation
procedure to a subsequent measure. :

As regards the supply conditions as per resolution 138/03 for the period October 1, 2006 -
September 30, 2006, resolution 205/05 defined the average fee for transport capacity on the
national network for allocations at the points of entry to the national gas pipeline network.

Following the amendments made by resolution 248/04 to the methods of updating the raw material
element as part of the economic conditions for the supply of gas, as well as the expected
obligation to include a protection clause in wholesale contracts, the appeals filed by numerous
operators to the Lombardy TAR were accepted, with the consequent annulment of resolution
248/04.

The motivation underlying the TAR's position is based on the assumption that fully deregulated
activities would, by definition, no longer be subject to regulation, thereby casting doubts over the
Authority's regulatory powers.

The Council of State, having passed judgement on March 21, accepting the Authority's appeal and
rejecting the Lombardy TAR's sentence cancelling resolution 248/04, with reference only to the
appeal made by Hear Trading, postponed any decision on the other appeals to the merit hearing
which is scheduled for June 6, 2006. Talking of which, the President of the Council of State
invited the Authority to waive all injunction requests, given the probable inability to proceed
because of late filing raised by some of the entities under appeal, the complexity of the question
and the lack of any benefit to all of the parties concerned in the continuous flow of provisional
decisions that fail to provide any certainty on this matter.

While awaiting the Council of State's merit judgement, with resolution 298/05 the Authority
updated the economic conditions for natural gas supplies for the January-March 2006 quarter,
recalculating the reference price index for the whole of 2005 based on the methods contained in
resolution 248/05. Various operators appealed against resolution 298/05 and the TAR suspended
the measure on a cautionary basis until such time that the merit judgement on resolution 248/04 is
passed. The Authority appealed and the Council of State decided not to confirm the injunction
suspending the impugned resolution.

Resolution 63/06 then updated the natural gas supply conditions for the April-June 2006 quarter,
in accordance with resolution 248/04.

1In light of the elements acquired during the administrative proceedings initiated by resolution

248/04, the Authority is of the opinion that numerous wholesalers may not have applied the
instructions contained in article 2 of resolution 248/04 (which laid down that wholesalers had to
offer new economic conditions based on the outcome of the first update of the raw material
element carried out by the Authority in accordance with the rules introduced by resolution
248/04). In this connection, with resolution 64/06, the Authority requested those protected by the
rules in article 2 to report any cases of wholesalers failing to apply the instructions.




While waiting for the Council of State's merit judgement on resolution 248/04, with resolution
65/05 the Authority initiated a process to impose on operators compliance with the new method of
calculating tariffs.

e Trading of natural] gas

With resolution 22/06 the Authority approved the proposed amendments to the Network Code
presented by Snam Rete Gas S.p.A. and Societa Gasdotti Italia S.p.A., so as to implement the
instructions contained in resolutions 138/04 and 249/05 regarding the allocation rules.

With resolution 53/06 the Authority approved the amendments and integrations to resolution
137/02 regarding principally:

- the timetable for allocating transport capacity;

- the allocation procedure to which greater flexibility has been given;

- the rules for allocating capacity for the interruptibility service.

The resolution also ordered the joint setting up of a Consultation Committee by all of the transport
entities, to act as a single point of reference for all network codes adopted and to be adopted as an
expression of the interests of users and of system operators, at the same time regulating criteria for
identifying the members of the Committee and the tasks that the Committee is to perform.

This measure also provides that transport companies are to pay an amount - equal to 50% of the
value of the balancing fee paid to the user during the previous periods of application of the
respective network codes - to any user that has paid balancing fees for gas withdrawals at
redelivery points for which it had not obtained the related capacity.

With resolution 274/05, the Authority asked transport and storage companies for information
needed to identify those operators that compromised service standards in March 2005 by not
complying with the storage instructions. In this connection, with resolution 37/06, the Authority
initiated formal enquiries into some of the main sellers of gas, which were suspected of making
improper use of the storage capacity allocated for the thermal years 2004-2005 and 2005-2006.

With resolution 29/06 the Authority extended to March 17 the deadline for allocation of storage
capacities for thermal year 2006-2007, taking into account article 9.1 of resolution 119/05, which
lays down that storage companies have to allocate their space and available point capacities by
March 1 of each year.

With resolution 21/06, the Authority determined.the value of the fees for the reintegration of
strategic stocks, taking account of the trend in raw material costs in Italy and on international
markets, as well as the need to discourage use of the gas held for strategic purposes, also in
consideration of the period of emergency and the declining level of strategic stocks. In accordance
with article 15.7 of resolution 119/05, the Authority does in fact provide that users that withdraw
gas from strategic stocks have to reintegrate the amount withdrawn, allocating the next quantities
injected into the network for this purpose on a priority basis. In this case, the user has to pay a
stock reintegration fee applied to the maximum accumulated quantity of gas withdrawn, against
which it gets paid a fee for the gas that is subsequently reintegrated.

In February 2006, the 10th Commission of the Chamber of Deputies approved the final document
on the energy enquiry. Structural measures are considered necessary to increase the availability of
natural gas, decouple the price of gas from that of oil, and make Italy the gas hub of Europe. It
was also hoped that a Gas Exchange would be set up. '
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Gas emergency

Faced with an exceptional run-down of stocks as a result of the gas emergency, with resolution
71/06 the Authority took urgent transitional measures regarding balancing fees, as per article 15.2
of resolution 119/05 (to be applied to users of the storage service that use a higher injection
capacity than the one granted to them) and the reintegration of stocks, as foreseen in point 29 of
the climate emergency procedure, according to which, once the climate emergency period is over,
the obligation to maintain network gas injections as high as possible continues, to ensure timely
reconstruction of strategic reserves. To this end, the Authority provided that for the injection
period of the thermal storage year 2006-2007, the balancing fees under article 15.2 of resolution
119/50 are not applicable only in cases where the higher use of the injection capacity over and
above that granted is a consequence of activities needed to maximise injections to the network.

The following long-term interventions have been planned: definition of an increasingly rich
energy mix so as to reduce the consumption of oil to produce electricity; an increase in supply by
upgrading the gas pipelines, boosting national production, promoting the construction of new
regasification terminals (GNL) and the development of new interconnections, offering incentives
for the development of storage facilities by upgrading those that already exist, granting new
concessions and helping to finance new investments in storage facilities by offering higher tariffs.




Quantitative data

(millions of m’) 03.31.06 03.31.05 Change % 06/05
SOURCES
AEM (1)

Purchases *

. From Plurigas 495 473 22 4.7%

. From third parties ‘ 16 16 0 0.0%

Total AEM sources ‘ S11 489 22 4.5%
Edison (2)

Net production ‘ 149

. haly ‘ 94

. Abroad ‘ 56

Purchases * ‘ 2,058

Total Edison sources 2;207

TOTAL SOURCES 2,718 489

* net of losses

APPLICATIONS
AEM (1)
Sales to end-customers 495 473 22 4.7%
Wholesale 16 16 0 0.0%
Total AEM uses 511 489 22 4.5%
Edison (2)
Sales to end-customers 1,163
Sales to thermoelectric plants 1,044
Total Edison uses 2,207
TOTAL USES 2,718 489

(1) AEM's portion does not include sales to the thermoelectric power stations as AEM Trading
handles their gas procurement directly.
(2) 50% of the figures for the period 01.01.06 - 03.31.06.

In the first quarter of 2006, the total quantity of gas available for the AEM Group came to 2,718
million cubic metres, including 149 million cubic metres that came from its own production.
These figures also include AEM's share (50%) of the production and purchases of Edison for the
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Iirst quarter o1 Z0U0, as 1dk/kedison (Delmy Group) was included 1n the scope o1 consolidation of
the AEM Group starting from the fourth quarter of 2005.

The available gas was allocated as follows: 1,674 million cubic metres for sales to end-customers
and wholesale deliveries and 1,044 million cubic metres for sale to the TdE/Edison Group's
thermoelectric power plants.

Given the lack of consistency with the previous year caused by the inclusion of 50% of the
TdE/Edison Group (Delmi Group) in the scope of consolidation, the comments on the variances
compared with the first quarter 2005 will be limited exclusively to the activity of AEM S.p.A. and
its direct subsidiaries.

The total volumes sold by AEM S.p.A. and its subsidiaries in the first quarter of 2006 amounted to
511 million cubic metres, an increase of 4.5% compared with the same period of the previous
year. This increase is linked to higher gas consumption for heating purposes because of the
particularly rigid temperature posted in January and February.

As in the same period of the previous year the main provider was Plurigas S.p.A., an associate,
with 495 million cubic metres supplied.

As regards quantitative data, the cogeneration plants owned by AEM Gas S.p.A. produced 38
GWh of electricity (42 GWh in first quarter 2005).

The volumes of heat sold amounted to 246 million thermal kWh in the first quarter of 2006,
compared with 204 million thermal kWh in the first quarter of 2005. The increase is due partly to

new connections and partly to the very low temperatures in early 2006.

Significant events

The main events during the period affecting the Gas and Heat sector included the start-up of works
on the Canavese cogeneration plant in Milan, which consists of a cogeneration section that uses
natural gas to produce electricity and heat, and a heat pump section, which uses electricity and
underground water to produce heat.



Income statement ﬁgures

Millions of euro 03.31.06 03.31.05 Change
Revenues 906 241 665
Gross profit from operations 60 40 20
% of Revenues 6.6% 16.6%

Amortisation, depreciation and

provisions (25) ) (23)
Profit from operations , 35 38 3)
% of Revenues : 3.9% 15.8%

Capital expenditure 14 1 13

In the first quarter of 2006 the revenues of the Gas and Heat segment, including AEM's portion of
the TdE/Edison Group (Delmi Group), amounted. to 906 million euro, with a gross profit from
operations of 60 million euro which after amortisation, depreciation and provisions of 25 million
euro, led to a profit from operations of 35 million euro. ’

Also for the Gas and Heat segment, considering the fact that the scope of consolidation in 2006 is
not comparable with that of the previous year, the following table shows the contribution made to
this segment by AEM S.p.A. and its subsidiaries and by the proportionally consolidated
companies, represented by the TdE/Edison Group (Delmi Group), which is the new entry
compared with 2005.

Millions of euro AEM (1) PLURIGAS (2) EDISON (3) Eliminations GAS AND HEAT
03.31.06 03.31.05 033106 033105 033106 03.31.05 03.31.06 03.31.05 0331.06 03.31.05

Revenues 252 219 137 107 620 (103) (85) 906 241
Gross profit from operations 36 36 0 4 24 60 40
% of Revenues 14.3% 16.4% 0.0% 3.7% 3.9% 6.6%  16.6%

Amortisation,  depreciation  and

provisions 3) 2) 3) 0 (19) (25) (2)
Profit from operations .33 34 3) 4 5 35 38
% of Revenues 13:1% 15.5% -2.2% 3.7% 0.8% 3.9% 15.8%
Capital expenditure 4 1 0 . 0 10 14 1

(1) Including the Gas Division of AEM Trading S.r.1. and AEM Energia S.p.A., the Heat Division of AEM Gas S.p.A. and AEM Calore & Servizi S.p.A.
(2) This relates to the 40% consolidated directly by AEM S.p.A.

(3) The Hydrocarbons Division of the TdE/Edison Group excluding the distribution and storage activities.
Consolidated 50% for the period 01.01.06 - 03.31.06.
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AEM

Net revenues for first quarter 2006 amounted to 252 million euro, compared with 219 million euro
in the same period of the previous year, an increase of 15%. This increase mainly reflects the
growth in selling prices due to the trend in fuel prices on international markets, together with a
growth in volumes. These revenues also include 20 million euro from the sale of heat for district
heating (15 million euro in first quarter 2005).

Gross profit from operations totalled 36 million euro, in line with the same period of last year. The
segment's results have been affected by a simultaneous rise in volumes and profit margins earned
in district heating, despite the negative effect compared with the previous year of the margin
generated by the National Area business of AEM Calore & Servizi S.p.A. following its sale on
April 1, 2005. :

Amortisation, depreciation and provisions have gone from 2 to 3 million euro as a result of higher
impairment charges on receivables with profit from operations for the periods slipping from 34
million euro to 33 million euro, a decline of 3% compared with the first quarter of the previous
year.

Capital expenditure in the first quarter 2006 amounted to 4 million euro and mainly concerned the
further development of the district heating networks in Sesto San Giovanni, laying 0.8 kilometres
of pipeline and connecting 3 new users, as well as completing the work involved in boosting the
cogeneration plant at Tecnocity and the heat exchanger in Sesto San Giovanni. Work also began
on the new Canavese cogeneration plant in the Municipality of Milan.

Plurigas

During the first quarter of 2006 sales by Plurigas S.p.A. came to a total of 548 million cubic
metres of gas, in line with the same period of the previous year.

Even though sales are up by 28% to 137 million euro, gross and net operating margins are down
on first quarter 2005. Based on the same sales volumes, the increase in revenues linked to the
rising trend in international fuel prices was more than offset by the hikes in raw material costs,
coming in part from the national strategic reserves. Even though the methods and timing still have
to be defined, the company does expect at least a partial refund of the higher costs incurred to
procure gas from the strategic reserves.



TdE/ (Delmi Group)

In the first quarter of 2006, the portion of the Gas Division of the TdE/Edison Group (Delmi
Group) pertaining to AEM turned in revenues of 620 million euro, with a gross profit from
operations of 24 million euro, 4% of revenues. Its operating income, after amortisation and
depreciation and provisions of 19 million euro, came to 5 million euro

In the period under consideration, the portion of capital investment pertaining to AEM amounted
to 10 million euro and concerned mainly the continuation of the development of the "lean" gas
deposits at Candela, which is to be used in the Candela power plant, development of the
Cavarzere-Minerbio natural gas pipeline, which is related to the regasification terminal currently
being built, and boosting the Collalto field.
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NETWORKS AND ORGANISED MARKETS

The Networks and Organised Markets segment includes the various activities involved in the
transmission and distribution of electricity, the sale of electricity only to the captive market, and
the storage and distribution of natural gas. It also includes the operations of the
telecommunications network owned by Metroweb S.p.A.

In addition to the activities carried on in this sector by the subsidiaries of AEM S.p.A. (AEM
Trasmissione S.p.A., AEM Elettricita S.p.A., AEM Gas S.p.A., and Metroweb S.p.A.) it also
includes the AEM Group's portion of the activities involved in the transmission of electricity and
the distribution and storage of gas of the TdE/Edison Group (Delmi Group).

As a result of the agreement to sell Serenissima Gas S.p.A. to ACSM Como, its costs and
revenues have been recorded in a separate item called “result of non-current assets held for sale”,
in both first quarter 2005 and 2006.

In particular, the companies or activities represented by this segment concern:

AEM S.p.A. and its subsidiaries

¢ AEM Trasmissione S.p.A. This company owns a high tension grid that links AEM
S.p.A.'s power plants with AEM Elettricita S.p.A.'s medium and low tension distribution
grid. The high tension lines are part of the national grid run by Terna S.p.A., the company
that owns most of it. In November 2005, Terna absorbed Gestore della Rete di
Transmissione Nazionale S.p.A. (GRTN). AEM Trasmissione S.p.A. guarantees that this
network is run efficiently in exchange for an annual fee from Terna.

e AEM Elettricita S.p.A. AEM Elettricita S.p.A. owns the high, medium and low voltage
electric networks in the municipalities of Milan and Rozzano (MI) through which it offers
the distribution and sale of electricity to so-called captive customers and the distribution of
electricity to all customers connected to these networks. Operations are conducted on the
basis of a concession issued by the Ministry of Productive Activities. The company,
through the Public and Traffic lights division, runs the urban illumination (street lighting
and floodlighting), traffic light and video surveillance networks in the city of Milan and
surrounding areas. Lastly, AEM Elettricita S.p.A. performs logistic activities, as well as
excavation and works coordination for all of the companies in the AEM Group.

o Networks Division of AEM Gas S.p.A. It owns the natural gas distribution network in
Milan and adjacent municipalities. The distribution of gas to customers who have
stipulated contracts with trading companies is based on concessions or mandates from the
individual municipalities.

e Metroweb S.p.A. The company owns an infrastructure consisting of an fibre-optic
network that links up the whole of the Milan metropolitan area and certain nearby
provinces. The company rents out the "dark" or "unlit" fibre-optic network to
telecommunications operators on the basis of contracts that last between 1 and 30 years.



Companies consolidated on a proportional basis

e Edison Rete S.p.A. The company, which is 100% held by Edison S.p.A., is also the owner
of a high tension power network that forms part of the national grid run by Terna. It
guarantees the efficient running of this network for which Terna pays it an annual fee.

e Edison DG S.p.A. Edison DG distributes natural gas principally in north-east (Veneto)
and central Italy (Lazio and Abruzzo), based on specific concessions or mandates from the
individual municipalities.

o Edison Stoccaggio S.p.A. It operates in the storage of natural gas, providing modulation
services through the two storage concessions that it holds; its current potential, which is

being increased, is equal to 360 million cubic metres of working gas.

The results of these three cofnpanies are proportionally consolidated at 50% (only for the first
quarter of 2006).

Regulatory and tariff framework

o Distribution of natural gas
Assignment of the gas distribution service

As regards assignment of the distribution service, Law 239/04 (Reform of the energy sector)
approved on July 30 2004 provides for a review of the transitional period at the end of which the
concessions outstanding at the time that Decree 164/00 was promulgated will come to an end.
In light of the regulatory uncertainties deriving from Law 239/04, the rules goveming the
transitional period for the gas distribution service concessions was revised once again. The
legislator as in fact intervened to clarify the current rules once and for all by means of a norm
contained in Decree Law 273/05, also known as the “decreto milleproroghe” (thousand extension
decree), which was published in the Official Gazette on December 30, 2005 and subsequently
converted into law and approved on February 9, 2006. In matters of energy, article 23.1 provides
that the transition period mentioned in article 15.5 of Decree 164/00 is to be extended to
December 31, 2007, and that this deadline be automatically extended to December 31, 2009 if at
least one of the conditions mentioned in article 15.7 of the same decree takes place.
The local authority granting the concession can extend the transition period by another year for
reasons of public interest as specified in para. 69 of law 239/04.

j
Tariff regime

After a period of consultation, the Authority passed resolution 170/04 which defines the criteria
for setting natural gas distribution tariffs in the second regulatory period fixing the rate of return
on capital employed, namely 7.5%, and the rate at which productivity is expected to increase
(“price cap”), namely 5%, which is only to be applied to operating costs and depreciation.

In terrns of tariff setting, the Authority's objective is to simplify the current system, reducing the
number of tariff variables, so as to encourage new operators to enter the market and sell to end-
customers.

Resolution 170/04 laid down that the restriction on the revenues of each company was to be
calculated on the basis of the parameters already approved by the Authority and currently applied
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by the companies. Moreover, as an alternative to the standard approach, individual firms can adopt
their own method of determining the restriction (the application methods have been defined with
resolution 171/05), so as to obtain suitable recognition of the distribution costs effectively incurred
in the event that these are higher than the costs recognised under to the standard approach.

The Lombardy TAR issued its sentence 531/05 partially accepting the companies' appeals against
resolution 170/04, considering illegitimate:
a) the lack of recognition of the new investments made from 2003 onwards in the tanff
restrictions of the second regulatory period;
b) the adoption of a constant rate of recovery of productivity included in the price-cap
formula for the whole of the regulatory period.
The Authority has filed an appeal for the aspects mentioned in letter b), whereas with resolution
122/05, the Authority has partially modified resolution 170/04, adopting a method of calculating
the restriction on revenues that takes account of the investments made subsequently to those
considered for approval of the restriction relating to thermal year 2003-2004.
This measure meant that distributors had to represent their tariff proposals for 2004-2005 (in
addition to those for 2005-2006), recalculated in accordance with the criteria laid down in this
resolution. The tariffs presented by AEM Gas have been approved with resolution 57/06.

While waiting for the Council of State to pass judgement on the rate of recovery of productivity to
be used for determining the tariff restrictions for the second regulatory period, with resolution
206/05, the Authority extended the validity of the natural gas distribution tariffs approved for
thermal year 2005-2006 as per resolution 170/04 also for thermal year 2004-2005, on a
transitional basis until the Authority takes further measures and subject to equalisation.

On December 6, 2005 the Council of State rejected the Authority's appeal regarding the rate of
recovery of productivity.

ELECTRICITY

o Transmission of electricity

A Decree by the President of the Council of Ministers (DPCM) dated May 11, 2004 laid down the
criteria, methods and conditions for the unification of ownership and management of the national
grid, to be implemented in accordance with Law. 290/03.

The decree also lays down the privatisation of the entity that will result from unification of
ownership and management of the national grid, also with a view to establishing a stable nucleus
on the part of one or more shareholders to ensure that the business's characteristics as a public
utility are maintained. By July 1, 2007, ENEL's investment in the capital of Terna S.p.A. will
have to be reduced to not more than 20%.

- On November 1, 2005, some activities, functions, assets and liabilities of GRTN S.p.A. were
transferred for a consideration to Terna S.p.A.

Following this transfer, Terna S.p.A. took over the ownership and functions of Network Manager
as per article 3, paragraphs 1 and 2 of Decree 79/99.

The Network Manager retains the rights and obligations relating to the purchase and sale of
electricity as per art. 3.12 of Decree 79/99 and of running the incentive mechanisms to encourage
the use of renewable sources as per art. 11 of the same decree, as well as the mechanisms
mentioned in decree 387/03 for the part for which it is responsible.




With resolution 27/06 the Authority amended and integrated the provisions of Attachment A to
resolution 5/04 (Integrated Text):

- reducing the fee covering the costs recognised for the functioning of the Network Manager and
of Terna;

- confirming the application from November 1, 2005 of the component covering the costs
recognised for the activities not transferred to Terna, as quantified in resolution 15/05.

In August 2005, the Antitrust Authority, which had opened an enquiry into the entry of Cassa
Depositi e Prestiti (CDP) as a shareholder of Terna S.p.A., approved this operation, making it
subject to certain conditions, including the sale of CDP's investment in ENEL. Cassa Depositi e
Prestiti (CDP) decided to appeal against this measure through the TAR. However, the Lazio TAR
refused CDP's appeal in February 2006.

With resolution 58/06, the Authority initiated a process to verify the plan for the development of
the national grid transmitted by Terna S.p.A. for 2006. The verification concerns the compatibility
of the network development plan with the requirements mentioned in paragraph 2 of article 27 of
resolution 250/04, transmission service efficiency, free access to power networks, promotion of
competition, minimisation of the charges linked to the procurement of dispatching resources, all
with a view to the lower cost for the national power system.

Lastly, with resolution 73/06, the Authority determined the amount of the incentives to be paid to
Terna and to the owners of portions of the National Grid in the event that they sell their portions
of the National Grid to Terna.

It is expected that AEM Trasmissione S.p.A. will in the near future stipulate with Terna S.p.A. the
convention regulating network maintenance and development and network interconnection
devices, as foreseen in the decree issued by the Ministry of Trade and Industry on December 22,
2000.

It was agreed with GRTN to sign this convention after the end of the transfer to AEM
Trasmissione SpA by AEM Distribuzione Energia Elettrica S.p.A. of portions of the network
identified by the decree of the Ministry of Productive Activities of December 23, 2002 to expand
the ambit of the National Grid.

Resolution 5/04 laid down that for the regulatory period 2004-2007, the Authority for Electricity
and Gas established that the fixed element of the annual fee that Terna S.p.A. has to pay owners of
the installations that form part of the national grid to cover their running and maintenance costs,
depreciation and remuneration of capital employed has to be calculated on the basis of (a) the fees
received by Terna for the transmission service and (b) the fee that is designed to cover the running
costs of the Network Manager and Terna.

e Power distribution and salbs of electricity to captive customers

Tariff regime

The Authority issued resolution 5/04 issued a new Integrated Text giving the tariffs applicable to
the transmission, distribution, measurement and sale of electricity for the period 2004-2007.

The tariff system, which is based on the same general principles as the first regulatory period:
- all non-residential end-customers, whether eligible or captive, pay their distributor exactly the
same amount for transporting the electricity based on the tariff options proposed by each
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operator and approved by the Authonty. These options are subject to two restrictions,
depending on the type of user: on total revenues earned from customers and on revenues per
individual customer. The level of these restrictions will be updated each year to take account
of inflation and the productivity goals laid down by the Authority (according to the price-cap
method);

- as in the past, there remains the obligation for captive customers to buy their electricity
exclusively from the local distributor, who gets paid the standard price for supplying it.

- there is a special regime for residential customers with an administered tariff, as well as other
tariff options offered by distribution companies that may closer to the specific needs of the
user.

The rate of return on capital for the distribution network has been set at 6.8% at national level.
Tariff cuts after 2004 will be calculated according to the price-cap mechanism, with a 3.5% annual
decline in operating costs and depreciation recognised in the tariff for the distribution service.

With regard to the tariff fees to be applied from 2006, the Authority issued resolution 202/05
which updated the tariffs for the distribution and transmission of electricity. The distribution
options for 2006 presented by AEM Elettricith S.p.A. were approved by the Authority with
resolutions 287/05.

The Integrated Text attached to resolution 5/04 also regulates the sale to distribution companies of
the power destined for the captive market, as procured by the Sole Buyer from April 1, 2004,
when merit-order dispatching takes effect.  The selling price to distribution companies is based
on the costs incurred by the Sole Buyer for the purchase of electricity and dispatching services, as
well as for hedging its risks, and includes an amount for the remuneration of the activity carried on
by it.

Lastly, the Integrated Text introduced equalisation systems (for which the application methods
were defined with resolution 115/05) for distributors relating to:
- purchase costs of electricity for captive customers;
- transmission service costs;
- revenues from the sale of electricity to residential customers;
- the difference in distribution costs among companies non attributable to them, as estimated
by parametric methods.

With resolution 285/05, (as more preparatory time was needed) the Authority decided in relation
to the payment of these amounts to postpone:

- to March 1, 2006 the deadline by which distributors have to pay the amounts owed,

- to March 31, 2006 the deadline by which the Electricity Sector Equalisation Fund has to

pay the balances.

The result of the equalisation for energy purchase costs was determined "without equalisation"
until the matters as per para. 29.2 of the Integrated Text are settled; the related payment has
therefore been suspended.

In order to correct possible distortions related to the use of parametric systems, the Integrated Text
also introduces the possibility on the part of operators to request the adoption of another
equalisation mechanism (so-called "specific company equalisation”, subsequently defined by
resolution 96/04) to integrate the revenues admitted, were it demonstrated that they were
inadequate to cover the costs recognised to the specific operator. AEM Elettricita S.p.A. has
applied to participate in the specific company equalisation system and is waiting for the Authority




to complete its preliminary investigation, which will decide on the amount of equalisation that is
to be recognised.

In this connection, we would point out that in May 2005 the Lombardy TAR, to which certain
distributors, including AEM S.p.A., had filed an appeal, partially cancelled resolution 5/04 (with
particular reference to the criteria for determining tariff levels for the second regulatory period)
and regulation 96/04.

In January 2006, the Council of State partially accepted the Authority's appeal to cancel this
sentence; The motivations are still awaited.

Energy saving

While awaiting implementation of the April 2001 decrees signed by the Minister for Industry,
Commerce and Crafts, which contain the quantitative targets for improvement in energy efficiency
national-wide for the years 2002 to 2006, on July 20, 2004, the Minister of Productive Activities
and the Minister of the Environment issued two new decrees which assign national energy savings
objectives for 2005-2009.

Distributors of electricity and natural gas who on 31/12/2001 served at least 100,000 end-
customers are required to comply with specific savings objectives, equal to the product of the
national objective and the ratio between the energy distributed by the individual operator and the
total energy distributed nation-wide, both counted in the year prior to the one just past.

Pursuant to decrees issued in July 2004, not less than 50% of the specific objective has to be
achieved by means of a corresponding reduction in consumption of the energy source distributed.

In order to achieve these objectives, distributors will be able to develop energy saving projects
(directly, through subsidiaries, through companies operating in the energy saving sector - ESCQO)
at end-customers (own or others), in compliance with the provisions of Law 239/04 (Marzano
Law) and the related implementation instructions, especially in matters concerning post-meter
activity. In this connection, it is worth mentioning that the General Management for Energy and
Mineral Resources of the Ministry of Productive Activities sent out a circular in April, which
explained the contents of the rule laid down in art. 1, para. 34, of the Marzano Law, which defines
as "post-meter"” services the installation, verification and maintenance of plants (that use electricity
and gas) downstream from the meter installed at the end-customer's point of delivery.

Those that are obligated in accordance with the decrees of July 2004 will be assigned “Energy
efficiency certificates” (white certificates) as an attestation of the saving (measured in tonnes of
oil equivalent, toe) achieved as a result of the projects carried out.

Alternatively, distributors will be able to choose to comply with these obligations by buying from
third parties, for all or part of their requirement, the certificates issued by GME, in this case
attesting the energy savings made by others. Trading in these certificates will be possible either
bilaterally or in a specific marketplace.

In accordance with the Rules for the functioning of the market for energy efficiency certificates, as
defined by the Gestore del Mercato Elettrico (GME) together with the Authority for Electricity
and Gas, those that intend to take part in the market have to present to the GME an "application
for admission to the market" and a signed copy of the "Market membership contract", prepared
according to the models attached to the Rules. The Manager has also prepared the Register of
energy efficiency certificates, an essential step prior to opening the Market. Those that register are
assigned a property account where the number of certificates that they own is recorded. On
February 1, 2006, the Board of Directors of GME authorised the start-up of trading in energy
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elnciency certincates on 1ts own 11 piatrorm. 1he Iirst trading session on tnis market tooK place
on March 7.

After the issuance of the ministerial decrees of 2004, the validity of the resolutions already

adopted by the Authority in implementation of the 2001 decrees was confirmed, namely:

- with its resolution 103/03, the Authority laid down guidelines for the preparation, execution
and evaluation of energy-saving projects and the criteria and methods for issuing energetic
efficiency certificates. In particular, the Authority defined the methods for evaluating energy
savings, the methods of preparing projects and their minimum size, the criteria of verification
of the results and the characteristics of the energy efficiency certificates. Resolution 200/04
made suitable adjustments to reflect recent regulatory developments;

- resolutions 234/02 and 111/04, with which the Authority adopted certain technical schedules
(for standardised and analytical valuations) for the quantification of energy savings relating to
the interventions mentioned in art. 5, para. 1, of the ministerial decrees. With resolution 70/05
the Authority approved another 5 technical schedules. Of these, we would mention in
particular number 18, which standardises the method of enhancing the energy savings
achieved by replacing mercury vapour lamps with high pressure sodium vapour lamps in
public illumination systems.

With resolution 4/06 the Authority ordered that for the purposes of carrying out the activities
foreseen by the Guidelines implementing the decrees on energy efficiency, for the valuation and
certification of the savings achieved by carrying out the projects designed for this purpose, in
consideration of the burden that their management entails for the Authority's staff, the Consumer
and Service Quality Department is making use of the services of ENEA (Ente per le nuove
tecnologie, l'energia e l'ambiente) for a period of three years, starting from the signing of the
Convention the regulates the collaboration relationship, which took place on January 19, 2006.
These activities concern the valuation of the project and measurement programmes proposals,
energy savings verification and certification requests, checking operators' declarations, defining
technical schedules for the analytical or standardised valuation of energy saving projects or
interventions. The Consumer and Service Quality Department will remain responsible for the
processes relating to the approval of project and measurement programme proposals, but it will be
able to delegate the investigatory activities relating to the proposals to ENEA.

Tariff evant

With resolution 219/04, just a few days prior to the start-up of the market in white certificates, the
Authority decided on the tariff contribution (100 euro per toe saved, for the period 2005-2009) to .
cover the costs incurred by operators to achieve the savings objectives; it also defined the method
of applying for the contribution.

Sanctions

In a communication sent on December 29 2004, the Authority clarified the methods that it will
follow in applying the sanctions foreseen in the ministerial decrees of July 2004 to those obliged
who are in breach of contract, under its sanctioning power recognised by Law 481/95 in the case
of violation of regulatory measures.

The communication explains that the sanctions, which will be "proportional and in any case higher
than the amount of the investments needed to compensate the breaches of contract”, will be
decided in accordance with the general rules on monetary administrative sanctions, as per Law
689 of November 24 1981.




In particular, it points out that the reference made to the "gravity of the violation" will be applied
by choosing a sanction in proportion to the number of toe not saved compared with the specific
objective assigned to the distributor, whereas the reference to the "economic conditions of the
subject in breach of contract" will be applied by deciding the value of the unit sanction according
to the toe not saved, based on market data available as regards the incremental costs involved in
the purchase of energy saving products and services.

Energy saving targets for 2006

With resolution 7/06 the Authority set the energy saving targets for the distributors of electricity
and gas obliged to comply with the July 2004 decrees in 2006.

For Aem Distribuzione Gas e Calore S.p.A. the target was set at 7,031 tonnes of oil equivalent.
For Aem Distribuzione Energia Elettrica S.p.A. the target was set at 5,660 tonnes of oil
equivalent.

These targets are approximately twice what they were in 2005, given that the national target set in
the July 2004 decrees was doubled (0.2 Mtoe/year versus 0.1 Mtoe/year in 2005).
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Energy efficiency certificates earned

As required by the Authority's Guidelines, by the end of February 2005 AEM Gas S.p.A. and
AEM Elettricita S.p.A. presented proposals for the design and measurement of the projects carried
out in the period 2001 — 2004.

With regard to these projects, the Authority has certified the corresponding energy savings and
ordered GME (Gestore del Mercato Elettrico, the electricity market manager) to record the
certificates in the company's Certificate Account in GME's Certificate Register.

For the projects presented and approved, AEM Gas was awarded 5,435 certificates, whereas AEM
Elettricita obtained 5,167 certificates.

Lastly, in May 2005 AEM S.p.A. obtained certification as an Esco. Similar certification was also
obtained in July 2005 for AEM Calore & Servizi S.p.A. and AEM Energia S.p.A., both AEM
Group companies.

As an Energy Services Company, AEM S.p.A. was then able to present a design and measurement
proposal for the valorization of the energy saving achieved by one of its power generation plants.
The proposal can be considered approved if two months go by without the Authority asking the
operator for further information or communicating the fact that the proposal had been rejected.

Quantitative data

03.31.06 03.31.05 Change % 06/05
AEM

Electricity distributed (in millions of
kWh) 1,926 1,861 65 3.5%

Electricity sold to captive customers (in
millions of kWh) 1,184 1,243 (59) -4.7%

Natural gas distributed (in millions of
cubic meters) 613 584 29 5.0%

Edison (1)

Natural gas distributed (in millions of
cubic meters) 66

(1) 50% of the figures for the period 01.01.06 - 03.31.06.

The electricity distributed by the Group through the networks located in the Municipalities of
Milan and Rozzano, in the first quarter of 2006 amounted to 1,926 GWh, an increase of 3.5% on
the same period of the previous year. The electricity sold to captive customers fell by 4.7% to
1,184 GWh.

In the first quarter of 2006 the Group distributed 679 million cubic metres of gas to customers
attached to its own distribution network. These figures also include the share (50%) pertaining to
the distribution activities of Edison. The figures only for AEM and its subsidiaries (which concern
Milan and other neighbouring municipalities served by AEM Gas S.p.A.) show a 5.0% increase in




volumes distributed compared with the same period last year, for a total of 613 million cubic
metres.

Relevant events

The main events relating to the Networks and Organised Markets that took place in the first
quarter of 2006 were as follows:

- the tariff options presented by AEM Elettricita S.p.A. for 2006 were approved by the Authority
with resolution 287/05;

- the gas distribution tariffs ‘proposed by AEM Gas S.p.A. for thermal year 2005-2006 have not
yet been approved,; ‘

- management of the natural gas distribution network in Cinisello Balsamo (MI) was transferred
to Thuga Laghi S.r.l. on 14 February 2006.

Income statement figures

Millions of euro 03.31.06 03.31.05 Change
Revenues 235 204 31
Gross profit from operations 77 67 10
% of Revenues 32.8% 32.8%

Amortisation, . depreciation and

provisions (21) (19) 2)
Profit from operations 56 48 8
% of Revenues 23.8% 23.5%

Capital expenditure ‘ 16 13 3

In the first quarter of 2005, considering AEM's portion of the TdE/Edison Group (Delmi Group)
the revenues of the Networks and Organised Markets segment came to 1,235 million euro, with a
gross profit from operations of 77 million euro, which after amortisation, depreciation and
provisions of 21 million euro, came to a profit from operations of 56 million euro.

Also for the Networks and Organised Markets segment, considering the fact that the scope of
consolidation in the first quarter of 2006 is not comparable with that of the previous year, the
following table shows the contribution made to this segment by AEM S.p.A. and its subsidiaries
and by the proportionally consolidated companies, represented by the TdE/Edison Group (Delmi
Group), which is the new entry compared with 2006.
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NETWORKS AND
ORGANISED

Millions of euro AEM (1) EDISON (2) Eliminations MARKETS

03.31.06 033105 0331.06 033105 033106 033105 03.31.06 03.31.05

Revenues 222 204 13 235 204
~ Gross profit from operations 68 67 9 77 67
% of Revenues 30.6% 32.8% 69.2% ‘ 32.8%  32.8%
Amortisation, depreciation and
provisions 19) (19) @) @n 19
Profit from operations 49 48 7 56 48
% of Revenues 22.1% 23.5% 53.8% 23.8%  23.5%
Capital expenditure 15 13 1 16 13

(1) It includes AEM Trasmissione S.p.A., AEM Elettricita S.p.A., Networks Division of AEM Gas S.p.A,,

Metroweb S.p.A.

(2) It includes Edison Rete S.p.A., Edison DG S.p.A. and Edison Stoccaggio S.p.A. for the period 01.01.06 -

03.31.06.

AEM

Turnover in the first quarter of 2006 comes to 222 million euro, 16.9% up on the corresponding

period of the previous year. The various divisions contributed as follows:

Transmission of electricity: 3.4 million euro (3.9 million euro in the first quarter 2005).

Distribution and sale of electricity only to captive customers of electricity: 163.3 million euro

up compared with the 141.8 million euro at March 31, 2005, thanks to the tariff updates
resolved by the Authority, which have incorporated the effects of the trend in fuel prices on
international markets, and higher distribution revenues thanks to the positive trend in demand
for electricity.

Distribution of gas: 44.3 million euro (46.9 million euro in the first quarter del 2005); despite
the increase in volumes compared with the same period of the previous year, average revenues
were lower because of the progressive reduction in distribution tariffs;

Public illumination and traffic light services 6.1 million euro down compared with 6.7 million
euro in the first quarter of 2005, because of less interventions required by the Municipality of
Milan;

Telecommunication networks 10.1 million euro, a rise of 0.5 million euro with respect to the
same period of the previous year, because of the increase in rented circuits.

The gross profit from operations for the first quarter 2006 remains substantially unchanged
compared with the same period in the previous year, at 68 million euro (30.6% of segment sales as
opposed to 32.8% in the first quarter 2005). The various areas of activity contributed to this figure
as follows:




Transmission of electricity: 2.6 million euro (2.4 million euro in the first quarter 2005).

Distribution and sale of electricity only to captive customers of electricity: 24.4 million euro,
an increase compared with the figure of 21.3 million euro in 2005 due to higher quantities

" distributed and out-of-period income from the definitive calculation of the equalisation

elements for 2004,

Distribution of gas: 32.5 million euro, falling with respect to 35.7 million euro in the first
quarter of the previous year because of the reduction in the distribution revenues already
mentioned and of the presence, only in 2005, of out-of-period income relating to tariff
equalisations of 2 million euro;

Public illumination and traffic light services 0.3 million euro compared with 0.9 million euro
in 2005 because of the lower volume of activity requested.

Telecommunications network 7.8 million euro, up on the previous year's figure of 6.6 million
euro due to a rise in the number of users being served.

After amortisation, depreciation and provisions of 19 million euro, in line with the first quarter of
2005, the profit from operations was 49 million euro, versus 48 million euro in the first quarter of
2005.

Capital expenditure amounted to 15 million euro and mainly concerned:

development and maintenance work on the plants in the electricity distribution division for 9
million euro, which relate to the expansion and refurbishment of the medium and low tension
network, maintenance work on the primary plants. modernisation of internal plants;

works to develop and boost plants in the gas distribution division for 5 million euro, which
mainly concerned the laying and replacement of medium and low pressure underground tubes,
the fitting of risers and new measuring devices, as well as building new network cabins;

investments to develop the Metroweb network of 1 million euro involving connections to
business users' premises and maintenance work on the long-distance network.

TdE/(Delmi Group)

In the first quarter of 2006 the Networks and Organised Markets Division of the TdE/Edison
Group pertaining to AEM reported revenues of 13 million euro, with a gross profit from
operations amounting to 9 million euro.

The profit from operations, after amortisation, depreciation and provisions of 2 million euro, came
to 7 million euro.
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SERVICES

The Services Division includes the activities of strategy, governance and control of the industrial
operations and the centralised services provided to the operating units.

In addition to the activities carried on in this area by AEM S.p.A. and its direct subsidiaries AEM
Service S.r.l., AEM Energia S.p.A., AEM Trading S.rl. and Delmi S.p.A. this sector also
includes, for the share belonging to the AEM Group, the activities of the Corporate division of the
Edison Group and of Transalpina di Energia S.r.1., the parent company of Edison S.p.A.

In particular, the companies or activities included in this segment are:

AEM S.p.A. and its subsidiaries

Corporate Division of AEM S.p.A. It is responsible for business development, strategic
planning, control, financial management and coordination of the activities of the AEM Group.
It also provides the subsidiaries and almost all of its associated companies with administrative,
financial, legal, logistical, personnel management and communication services in order to
optimise the resources that are available within the Group and to use its know-how in the best
way possible and as economically as possible. These services are governed by specific service
contracts that are stipulated annually.

AEM S.p.A. also makes office space and business premises available to Group companies at
market rates, along with services related to the use of such facilities.

AEM Service S.r.l.. It handles relationships with customers in general on behalf of Group
companies as well as third parties, acting as a call centre, performing back and front office
functions, measuring consumption and looking after billing.

Delmi S.p.A. This is a 51% subsidiary of AEM S.p.A., which holds 50% of Transalpina di
Energia S.p.A., the parent company of Edison S.p.A. It acts solely as a holding company.

Companies consolidated on a proportional basis

e Corporate Division of the TdE/Edison Group (Delmi Group). The results of the
TdE/Edison Group's Corporate Division have been proportionally consolidated at 50%
(just for the first quarter of the year) and relate to the activities of Transalpina di Energia
S.r.l. (50% held by Delmi S.p.A. and 50% by WGRM Holding 4 S.p.A. (a company of the
EDF Group), and which in turn controls 71.2% of Edison S.p.A. It also includes the
activities of the investment holding companies and property companies.




Income statement figures

Millions of euro 03.31.06 03.31.05 Change
Net revenues 30 20 10
Gross profit from operations | (1) 3) (8)
Amortisation, depreciation and

provisions 4) (3) (1)
Profit from OI;erations (15 (6) 9
Capital expenditure 1 3 (2)

The Services segment made a negative contribution of 11 million euro to the gross profit from
operations and one of 15 million euro to the profit from operations.

The contribution made to the results of the Services segment by AEM S.p.A. and its subsidiaries
and propor‘uonally consolidated companies, which are new to the scope of consolidation compared
with 2005, is shown in the following table.

Millions of euro ‘ AEM (1) TdE/EDISON (2) Eliminations SERVICES
03.31.06  03.31.05 03.31.06  03.31.05 03.31.06 03.31.05 03.31.06 03.31.05

Revenues ; 25 20 5 30 20
Gross profit from operations 2) 3) )] (an 3)
Amortisation, depreciation and

provisions ‘ 3) 3) €)] @ 3)
Profit from operations ; (5) 6) (10) (15) (6)
Capital expenditure j 1 3 1 3

(1) Includes the Corporate division of AEM S.p.A., Aem Service S.r.l. and Delmi S.p.A.
(2) Transaipina di Energia S.r.1. and the Corporate division of the Edison Group.
50%consolidated for the period 01.01.06-31.03.06.

The gross profit from operations of the AEM Group has improved slightly compared with the
same period last year because of the increase in service revenues.
Capital investments of 1 million euro concern IT systems.

OTHER ACTIVITIES

This refers exclusively to the activity carried on by the Edison Group through the joint venture
International Water Holding BV (IWH), a company that operates internationally in project
development and management for water distribution and treatment. These activities contributed 1
million euro to the Group's profit from operations. -
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The impacts of the transition to IFRS on the
Group's net financial position at March 31, 2005
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Notes on the reconciliation of shareholders' equity following the adoption of
TAS/IFRS at March 31,2005

Note 1) Property, plant and equipment and accumulated depreciation

International accounting standards require land to be shown separately under property, plant and
equipment. Land should not then be depreciated. In the past, land got depreciated along with the
buildings that stood on it; now the land has been separated and the accumulated depreciation on it
eliminated. According to international accounting standards, customers' contributions towards new
installations have to be deducted from the cost of such installations. During first-time adoption
(FTA), the value of the gas distribution network was reduced by the contributions received since the
operational launch of the company that owns the network. The deferred tax liabilities on these
adjustments have been recognised.

The other changes at March 31, 2005 concerned the recalculation of depreciation on plant
components with different useful lives (according to the so-called "component approach").

The total effect of these adjustments resulted in a reduction of the shareholders' equity of 11,525
thousand euro.

Note 2) Elimination of intangible assets

With the adoption of international accounting standards, the capitalisation of certain kinds of
intangible assets is no longer permitted. The amounts previously booked to start-up and expansion
costs, research costs and certain pre-operating costs and related amortisation charge were therefore
eliminated. The deferred tax liabilities on these adjustments have been recognised.

As a result of these adjustments, shareholders' equity decreased by 8,607 thousand euro.

Note 3) Goodwill ‘

Goodwill is no longer amortised, but is periodically subjected to a valuation process known as
"impairment testing".

The AEM Group thought it best to reconsider the business combination which involved the
acquisition of 33% of the investment in Metroweb S.p.A. and the simultaneous sale of the
investment in Fastweb S.p.A. in June 2003.

In this connection, it is worth mentioning that IFRS 3 does not regulate acquisitions of minority
interests by a parent company.

Moreover, the deal is considered a “non-monetary transaction” as AEM S.p.A. bought the stake in
Metroweb S.p.A. previously sold to Fastweb S.p.A. (formerly e.Biscom S.p.A.) in exchange for the
latter's convertible bonds. Transactions of this kind are treated by International Accounting
Standards in the recently published draft of IFRS 3, which confirms the plan to converge with US
GAAP on this matter. “Non-monetary transactions” between related parties are treated by US
GAAP as “equity transactions”. So any goodwill arising from such transactions following the
purchase of an investment is cancelled by the contra-entry of the capital gain generated on the sale
of the other investment forming part of the same deal. The value of this goodwill amounts to 25,055
thousand euro. The total effect at March 31, 2005 of eliminating goodwill, net of the related
amortisation charge, entails a reduction in shareholders' equity of 20,729 thousand euro.
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Note 4) Due for call option for 4% of Edipower S.p.A.
In light of the contracts and agreements that exist among the current shareholders of Edipower
S.p-A., the investment in Edipower S.p.A. has been accounted for as follows:
1) at January 1, 2004 the interest amounts to 20% as the put and call options stipulated with
the financing shareholders of Edipower S.p.A. envisaged the purchase of the residual 4% at
a later point in time; for this reason, AEM S.p.A. has booked a liability equal to the value of
the financing shareholders' investment. The interest accumulated on the investment made by
the Financing Shareholders up to January 1, 2004 will go to reduce the equity of the AEM
Group;
2) at each successive reporting date, the interest accruing subsequently will be debited to the
consolidated income statement of AEM S.p.A,;
3) AEM S.p.A. consolidates Edipower S.p.A. on a proportional basis (20%) as it is considered
a joint venture. The financing shareholders do not have any capacity availability rights.
Because of the tolling contract generally stipulated by the trading companies, consolidated
in their own financial statements, the industrial partners therefore have joint control over the
assets of Edipower S.p.A. in proportion to their energy availability quota (the AEM Group's
availability quota is 20%). This availability quota is exactly the same as AEM's percentage
holding once the options have been exercised,;
4) the options are being considered as exercised at January 1, 2004, which means that they are
not subject to valuation in accordance with IAS 32 and 39.
At March 31, 2005 the impact on shareholders' equity resulted in a decline of 5,991 thousand euro.
The deferred tax liabilities on these adjustments have been recognised.

Note 5) Employee benefits

International accounting standards classify post-employment and post-retirement benefits as
employee benefits. Therefore, during the transition phase, IAS/IFRS require a financial/actuarial
valuation of the liabilities expected to be incurred. For the AEM Group these liabilities include the
discounts that employees receive on electricity and gas and the additional months' pay which relates
to the fidelity bonus; these have been booked for the first time and have a negative impact on
shareholders' equity. As regards severance indemnities, we have booked the amount calculated
according to IAS 19. The deferred tax liabilities on these adjustments have been recognised.

The total effects of these adjustments at March 31, 2005 led to a reduction in shareholders' equity of
34,324 thousand euro.

Note 6) Value of the investments valued at equity

In compliance with international accounting standards, we have also valued the financial statements
of associates according to IAS/IFRS. The impact on Group equity at March 31, 2005 was negative
for 161 thousand euro.

Note 7) Financial instruments

With the adoption of IAS 39 from January 1, 2005, the financial assets held by the Company are
valued at their fair value. In this specific case, the valuation of investments in listed and unlisted
companies classified as "Available for sale" and considered strategic by the AEM Group led to an
increase in shareholders' equity of 132,131 thousand euro.

Note 8) Derivatives

specific hedging contracts are stipulated to cover the risk of commodity price fluctuations. The
AEM Group has also stipulated specific contracts to hedge the interest rate risk on the debt for the
bond loan and on the debt owed to Cassa Depositi e Prestiti and derivatives to hedge changes in the
price of the Fastweb S.p.A. (formerly e.Biscom S.p.A.) shares.




Note 11) Treasury shares
At March 31, 2005, 35,025 thousand euro of treasury shares were reclassified as a reduction of
shareholders' equity.

Note 12) Other adjustments
The other adjustments led to a positive effect of 31 thousand euro.

Note 13) Impact of proportional consolidation of Edipower S.p.A. and Plurigas S.p.A.
The proportional consolidation of Edipower S.p.A. and Plurigas S.p.A. led to a positive impact of
5,064 thousand euro at March 31, 2005.

Note 14) Tax effects of adopting IAS/IFRS

The adjustments made as a result of adopting international accounting standards led to the
recognition of deferred tax liabilities with the contra-entry being booked to the transition reserve as
part of equity at January 1, 2004 and 2005, whereas the changes at March 31, 2005 had an impact
on equity through the change in net profit for the period. These entries led to an increase in Group
equity at March 31, 2005 of 16,300 thousand euro.

Note 15) Income taxes for the period

In the quarterly situation at March 31, 2005, the AEM Group took advantage of the possibility not
to book income taxes for the period. These taxes were calculated as part of the transition to
IAS/IFRS, reducing equity by 45,844 thousand euro.

Note 16) Retained earnings relating to IAS/IFRS adjustments at December 31, 2004

The positive change of 36,192 thousand euro in retained earnings concern the effect of the
IAS/IFRS adjustments on the result for 2004 carried forward to the next financial year.
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Note RECONCILIATION ltalian GAAP IASAFRS Net profit {loss) on non- Eliminations IAS/IFRS
INCOME STATEMENT 03.31.2005 adjustments and current assets heid for % Edipower
reclassifications sale
03.31.2008 03.31.2005 03.31.2005 03.31.2005
REVENUES
1) |REVENUES FROM SALES AND SERVICES 584,985,405 12,724,072 (10,664,856} 580,008 (282,112) 587,342,418
2) |OTHER OPERATING INCOME 31,507,374 {11,784,439) {388,668)] 43,847,025 (43,637,273) 19,544,019
TOTAL REVENUES 616,492,779 939,633 {11,053,624)| 44,427,031 | (43,919,385) 606,886,434
OPERATING COSTS
RAW MATERIALS AND CONSUMABLES USED 318,622,560 (7.464,468) 545,038 311,703,130 |"
3) [SERVICES AND OTHER OPERATING COSTS 104,602,009 (3,301,805) (344,410)] 19,918,730 | (43,919,385) 76,955,139
CHANGES IN INVENTORIES OF FINISHED GOODS AND WORK IN PROGRESS (572,447) (572,447)|
TOTAL OPERATING COSTS 422,652,122 (3,301,805) (7,808,878)] 20,463,768 | (43,919,3885) 388,085,822
4) LABOUR COSTS 31,221,601 1,774,237 {294,394) 4,732,924 37,434,368
GROSS PROFIT FROM OPERATIONS 162,619,056 2,467,201 (2,950,362)| 19,230,339 181,366,244
5) |DEPRECIATION AND AMORTISATION, PROVISIONS AND WRITEDOWNS 36,361,634 (8,178,668) (163,326)| 11,484,908 39,504,548
PROFIT FROM OPERATIONS 126,257,422 10,645,869 {2,787,026) 7,745,431 141,861,696
6) [FINANCIAL COSTS (8,788,289) 3,506,382 ' (112,708)|  (4,246,466) (9,641,081)
7) [SHARE OF RESULTS OF ASSOCIATES DERIVING FROM
VALUATION ACCORDING TO THE EQUITY METHOD 167,497 25,166 192,663
8) {GAINS (LOSSES) ON
DISPOSAL CF PROPERTY, PLANT AND EQUIPMENT (1,020,341), {1,020,341)
9) |[EXTRAORDINARY {TEMS (83,427) 83,427
PROFIT BEFORE TAX 117,553,203 13,240,503 {2,899,734) 3,498,985 131,392,937
10) |INCOME TAX EXPENSE 46,843,914 {1,040,465) 1,465,836 46,269,285
PROFIT (LOSS) OF ONGOING OPERATIONS
NET OF TAX 117,653,203 {32,603,411) {1,859,2689) 2,033,129 85,123,652
11) |NET PROFIT (LOSS) FROM NON-CURRENT ASSETS
HELD FOR SALE 1,859,269 1,869,269
NET PROFIT (LOSS}) 117,553,203 (32,603,411} 2,033,129 86,982,921
12) [MINORITY INTERESTS (586,365) 273,552 {312,813)
NET PROFIT (LOSS) PERTAINING TO THE GROUP 116,966,838 (32,329,859) 2,033,129 86,670,108
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Notes on the principal IAS/IFRS adjustments and reclassifications made to the
figures in the consolidated balance sheet at March 31 2005 of the AEM Group.

The following notes comment briefly on the main adjustments made to the individual line items in the
balance sheets at March 31, 2005.

Adjustments to the AEM Group's 2005 consolidated income statement

1) Revenues from sales and services ‘

The increase amounts to 12,724 thousand euro and concerns reclassification of the charges on
differential contracts for the sale of electricity to “other operating income”, allocation of connection
contributions to “other operating income”, reclassification to this caption of certain revenues previously
booked to other revenues, as well as other adjustments relating to a different method of revenue
recognition for the discount on electricity grantedﬂglo current and retired employees who have the right
to this benefit. This constitutes an integration of the tariff revenues, not recognised under Italian
GAAP, for the energy sold at a discount during the period. Under IAS/IFRS, this cost has to be
measured by means of an actuarial valuation of the benefit received by the employees, which during
FTA was booked to a specific provision.

2) Other operating income

The reduction of 11,784 thousand euro is mainly due to reclassifications from “Revenues from sales
and services” as mentioned in the previous paragraph. This caption also includes the fair value
valuation of one-way differential contracts with the Sole Buyer for sales of electricity.

3) Services and other operating costs

The adjustment of 3,302 thousand euro refers mamly to the reclassification of certain items regarding
services rendered to employees and directors’' fees which have been reclassified to labour cost in
accordance with JAS/IFRS. '

4) Labour costs

Reclassifications and adjustments led to a rise of 1,774 thousand euro for the costs relating to fringe
benefits, luncheon vouchers, directors' fees and other costs in favour of employees, which according to
IAS/IFRS form part of labour cost for the period; adjustments have been made for the change in the
treatment of severance indemnities and other employee benefits (long-service bonuses, tariff
reductions) which have been calculated on an actuarial basis.

5) Depreciation and amortisation, provisions and writedowns

The overall change fell by 8,179 thousand euro and refers mainly to the elimination of the amortisation
charges on purchased goodwill and goodwill arising on consolidation, which on the basis of IAS/IFRS
should not be amortised by subjected each year to impairment testing. The other adjustments are
attributable to the elimination of amortisation charges on start-up and expansion costs and other
intangible assets, which were cancelled on FTA of IAS/IFRS.

The amount of amortisation was also adjusted following the separation of certain plant and machinery
components that have different useful lives (according to the so-called "component approach") on
which amortisation has been recalculated.
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6) FINANCIAL COSTS

The change is positive for 3,506 thousand euro and concerns recognition of the fair value of the
liability relating to the bond loan issued and of the derivative stipulated to hedge the loan, as well as the
financial charges accruing up to March 31, 2005 on the debt for the early exercise of the options for the
purchase of a further 4% of Edipower S.p.A. from the other financing partners and recorded on FTA of
IAS/IFRS.

7) Gains or losses on the valuation of associates at equity
The positive adjustment of 25 thousand euro concerns the valuation at equity of the investments in
Group associates.

8) Gains (losses) on disposal of property, plant and equipment
The negative change of 1,020 thousand euro involves reclassification of the gains and losses realised on
the disposal of buildings from extraordinary items and other operating costs.

9) Extraordinary items
IAS/IFRS no longer foresee extraordinary income and expenses, so these items were reclassified,
resulting in a change of 83 thousand euro. .

10) Income tax expense

In the quarterly situation at March 31, 2005, prepared according to Italian GAAP, the AEM Group took
advantage of the possibility not to book income taxes for the period.

These taxes were calculated as part of the transition to IAS/IFRS and amount to 45,844 thousand euro.
The related deferred tax assets and liabilities generated by these changes have been recognised, based
on the differences between the values according to IAS/IFRS and those permitted for tax purposes.

11) Profit (loss) of non-current assets held for sale

Applying IFRS 5, the results of the companies that are due to be sold have been classified in a specific
caption. This figure at March 31, 2005 amounts to 1,859 thousand euro. '

12) Minority interests
The change of 274 thousand euro is due to recalculation of the net profit of subsidiaries after the
adjustments made to comply with IAS/IFRS.

PROPORTIONAL CONSOLIDATION OF EDIPOWER S.P.A.

The effects of proportional consolidation of 20% Edipower S.p.A. led to an increase in Group net profit
of 2,033 thousand euro.




Financial statements of AEM S.p.A.

Prepared according to Attachment 3C-bis of Consob resolution 11971 of May 14, 1999 and
subsequent amendments and integrations, as well as the national accounting standards
concerning statutory financial statements.
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SOURCES/APPLICATIONS AEM S.p.A.

AT

AT

AT

03.31.2006 12.31.2005 03.31.2005
% % %
[CAPITAL EMPLOYED |
|
INTANGIBLE ASSETS | 26,542,530 0.7 20,827,295 05 18,971,429 0.6
PROPERTY, PLANT AND EQUIPMENT 832,473,357| 216 832,109,012 219 806,015,263 |  27.0
LONG-TERM FINANCIAL ASSETS
Investments 2,898,600,283 | 751 2.904,752,265| 76,3 |. 2,142,952.168| 717
Treasury shares 22,756,324 0.6 22,756,324 0.6} 36,024,854 12
Other receivables 1,865 | 0.0 9,355 | 0.0 10,882 0.0
Guarantee deposits 214,383 0.0 218,416 0.0 191,393 0.0
| 0
" {(PROVISIONS FOR RISKS AND CHARGES) , (144,356,219)__(3.7) (133,726,716)__ (3.7)] . (105,362,563)__ (3.5)
|
i : ]
(SEVERANCE INDEMNITIES) \ (25,686,804) __ (0.7)| (22,048 929),_ (0.6) (22972417) (0.8
| a
*NET CAPITAL EMPLOYED 1 3,610,545,718 | 93.6 3,618,897,022| 951 2,874,831,009 | 96.2
INVENTORIES 677,642 0.0 714,649 0.0 790,761 0.0
SHORT-TERM RECEIVABLES 477828384 124 415,780,583 | 109 343,550,772 115
ACCRUED INCOME AND PREPAID EXPENSES 32578543 08 22,928,784 06 37,024,088 12
"~ |(TRADE PAYABLES) (76,888,557)|  (2.0) (103.219,122) _ (2.7) (100,661,499)__ (34)|
" |(OTHER PAYABLES) (177.151,328)__(4.6) (143,350,330)__ (3.8) (157.698,794)__ (5.3)
(ACCRUED EXPENSES AND DEFERRED INCOME) (10.306.871)| (0.3} (5,548.777)__ (0.1) (9,433,489) __ (0.3)
* WORKING CAPITAL 246,738,813 6.4 187,305,787 4.9 113,571,829 38
“TOTAL CAPITAL EMPLOYED 3,857,284,532 . _100.0 || 3,806,202,808 | 100.0 2,988,402,838 | 100.0
1 |
— |SOURCES OF FUNDS o
N e I |
* TOTAL SHAREHOLDERS EQUITY 2,125614,023 551 2,124,613,086 |  55.8 2,056,907,102| _ 68.8
LONG-TERM FINANCIAL RECEIVABLES ' 1.136,159] 0.0 - 1,136,159 | 0.0 1,169,628 | 0.0
LONG-TERM FINANCIAL PAYABLES T 1,096,187,844, _ 284|| 1,217,413824| 320 747,412,013] 250
-1|TOTAL FINANCIAL POSITION -~ . — - 1
BEYOND ONE YEAR T 1,095,051,685. 284 || 1,216,277,665 | 32.0, 746,222,385 | 250
FINANCIAL RECEIVABLES WITHIN ONE YEAR 207,393,125 54 274,474,851 7.2 717.677572| 240
"~ |CASH AND CASH EQUIVALENTS 27,531,663 07 13,542,726 Y 221,346,637 | 7.4
. FINANCIAL PAYABLES WITHIN ONE YEAR 871543612 226 753,320,635 19.8| 1,124,297.560 | 37.6
2| TOTAL FINANCIAL POSITION T D |
— WITHINONE YEAR - 636,618,824 16,5 465,312,058 | 12.2 185,273,361 6.2
_I"TOTAL NETFINANCIAL POSITION (1+2) .~ | ~ 1731670509 449l 1681589723 442 931,495,736 ' 31.2
__[*TOTAL SOURCES 3,857,264,532, 1000|[ _ _3,806,202,803 | 100.0 2,988,402,838 | 100.0
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AEM SPA } |
RECLASSIFIED INCOME STATEMENT FINANCIAL STATEMENTS AT | FINANCIAL STATEMENTS AT FINANCIAL STATEMENTS AT
amounts m Euro 03/31/2006 03/31/2005 12/31/2008
. % % %
AREVENQ§§_ e 77,944,383 100.0 63,888,680 100.0 295,170,518 100.0
"~ 'Sale of electricity ) j 386,453 05 118,261 0.2 456,398 02
- Sale of electricity to subsidiaries 445,127 0.6 259,386 0.4 1,126,625 04
- Sale of materials to subsidiaries 2.349 0.0 2,038 0.0 77,103 0.0
“Services to parent entity B 5,472,101 7.0 6,232,548 9.8 24,916,982 8.4
~Services on behaif of third parties 2,164,637 2.8 3,380,183 5.3 18,102,568 6.1
- Services and other sales to subsidiaries 21,632,303 27.8 12,401,760 19.4 97,007,816 32.9
- Services to associates 266,041 0.3 191,347 0.3 1,137,713 0.4
"“Rents paid by subsidiaries 40,908,919 52.5 40,189,223 62.9 125,892,046 42.7
- Rents paid by associates 204,834 0.3 178,744 0.3 864,627 0.3
ther intercompany revenues 120,067 0.2 1,047,012 0.4
ther current period income 6,341,552 8.1 935,192 1.5 24,541,626 8.3
"B. EXTERNAL CHARGES . 31,510,134 40.4 30,374,981 47.5 151,735,624 51.4
- Fuel and purchases of power 312,246 0.4 194,631 0.3 901,393 0.3
- Materials i 185,886 0.2 2,912 270 4.6 4,544,443 1.5
"~ Materials from subsidiaries 157,527 0.2 25807 0.0 123,197 0.0
- Subcontracted work o 2,689,786 3.5 1,650,671 2.8 23,266,806 7.9
- Electricity delivering charges 16,016 0.0 6,045 0.0 23,664 0.0
ngwces 9,066,036 11.6 7,744 437 12.1 35,690,763 12.1
»'_- ervices from subsidiaries 8,549,420 11.0 8,759,935 13.7 39,975,403 1575
- Services from associates 3,375,938 4.3 2,546 450 4.0 14,128,191 4.8
- Use of third-party assets . 2,009,566 | 2.6 2,007,533 31 8,257,168 2.8
- Use of subsidiaries’ assets B 37,088 0.1 80,363 0.0
- Mountain community contributions and water fees 2,973,681 3.8 2,062,869 3.2 8,988,459 3.0
"~ Taxes for the period 113763271 15 725144 17 4,697,280 78
- Oneri intercompany expenses 12,799 0.0 1,702,101 2.7 33,125 6o
- Other operating expenses 1,023,601 1.3 11,021,368 3.7
C.VALUE ADDED(A-B) 46,434,249 59.6 33,513,699 52.5 143,434,893 48.6
0. CABOUR COST i 11,455,865 | 147 9,716,580 152 41,948,666 47
- Personnel expenses 11,455,955 14.7 9,716,580 15.2 41,948,668 14.2
E. GROSS PTR’QE«I_T FROM OPERATIONS (C-D) 34,978,294 44.9 23,797,119 37.2 101,486,227 34.4
F.AMORTISATION, DEPRECIATION AND PROVISIONS 10,363,749 13.3 8,045,226 12.6 78,190,761 26.5
- Depreciation of property, plant and equipment 8,492,604 10.9 6,675,427 10.4 31,927,595 10.8
- Amomsat)on of intangible assets 1,245,505 16 1,038,373 1.6 5,375,093 1.8
wnis of non- current assets 173,055 0.1
1,021 0.0 - 10,726 0.0
"~ Provision for specific risks 624,619 0.8 330,426 05 40,704,282 13.8
G. PROFIT FRO'NTOPERATIONS {EF) 24,614,545 31.6 15,751,893 24.7 23,295,466 T
H. FINANCIAL EXPENSES 21,649,331 27.8 8,112,469 12.7 48,423,270 16.4
- Interest expense on current account with parent company 425623 0.5 372,718 0.6 1,793,114 0.6
“Interest on amounts due to subsidiaries 589,596 0.8 102,359 0.2 7,468,874 25
“'interest on amounts due to associates 11,226 0.0
" Other financial expenses 14,482,129 18.6 7,637,392 12.0 38,897,771 1327
“Writedowns of investments 6,151,983 7.9
|- Exchange osses 252,285 0
EZFINANC’IA’L"I’N’C‘OME - 2,989,562 38 5,312,737 8.3 148,633,200 50.4
- Income from invesiments e 3 337,001 0.5 133,766,098 453
- Financial income on current accounts with subsidiaries 2,253,719 2.9 2623883 41 10,549,895 36
- Other financial income o 735,843 B 0.9 27351,763 37 4,245,260 14
"~ Exchange gains ) 71,947 0.0
LL'THOTKL_F'iN'Im'CIK['INCQM_EAE_{(;_ (18,659,769) (23.9) (2,799,732) (4.4) 100,209,830 33.9
M’A"INE'GM; ‘@EF’O'R'E"E'XTRKORDINARY ITEMS (G+L) 5,954,776 7.6 12,952,161 2037 123,505,396 41.8
N. EXTRAORDINARY INCOME/CHARGES (87,582) (0.1) 50,297,736 170
- Extraordinary items (87,582) 0.9) 50,297,736 17.0
- Extraordinary items due to defiscalisation
0. PROFIT BEFORE"TAX {M+N) B 5,954,776 7.6 12,864,579 20.1 173,803,132 58.9
P. INCOME TAX EXPENSE o 4,953,839 6.4 7,046,164 11.0 5,662,838 1.9
Cur(_e_ngrtaxes ‘‘‘‘‘‘‘ B 685,798 0.9 5,162,574 8.1 2,821,784 1.0
- Deferred tax assets — ~ (1,166,511) (1.5) (35,794) {0.1) (8,378,148) (3.2)
-"Deférred tax ,,. — 5,424,552 7.0 1,696,384 3.0 12,219,202 4
Q. NET PROFIT FOR THE YEAR 168,140,294 57.0
P_WNET PROFIT FOR THE PERIOD 1,000,937 1.3 5,818,415 9.1




AEM S.p.A.

Financial statements at

Financial statements at

Financial statements at

| |STATEMENT OF CASH FLOWS

03.31.2006 12.31.2005 03.31.2005
Cash flow generated by operations during the year/period -
Net profit for the period . 1,000,937 5,818,415
Net profit for the year o 168,140,293
Depreciation 8,492,604 31,927,595 6,675,427
Amortisation 1,245 505 5,375,093 1,038,373
Changes in assets and liabilities:
Receivables for the sale of power and services (3,267,082) (194,906) (3,919,127)
Due from parent company (427,027) 13,737,497 4,635,389
Receivables from subsidiaries (79,579,264) (73.498,954) (3,438,183)
Receivables from associates (119,002) (1,930,759) 664,289
Other receivables 21,356,108 || (9,010,354) 3.415,464
Inventories 37,007 47,256 (28,856)
Accrued income and prepaid expenses (9,649,759) 7,180,371 (6,904,933)
Trade accounts payaple . o (26,330,565) (26,755.830) (28,313.453)
;Payables to parent company o 395 27,693 5,227
;Due to subsidiaries (2,466,672) (36,480,014) (12,236,278)
Due to associates 4 (1,745,187) (3,071,949) 1,221,160
Other payables 38,012,441 38,333,910 21,555,155
Advances from customers e ' e (3,612,840)
_Accrued expenses and deferred income 4,757,094 1,268,836 5,173,558
__iSeverance indemnities 3,637,875 (455,435) 468,053
__iQther provisions o 4,629,503 36,617,963 2,253,810
(40,415,079) 148,675,466 {(2,915,510)

'Cash fiow used in investment activities

" |Net capital expenditure

(15,817,689)

(75,873,178)

'(18,335,675)

Treasury shares ~ 12,268,531
investments T 6,151,982 | (762,074,957) (274,860)
Total cash flow used in investment activities {9,665,707) (825,679,604) {18,610,535],

Free cash flow

(50,080,786)

(677,004,138)

{21,526,045),

Cash flow generated by financing activitles

Due to banks

(33,651.602) 547,844,552
Financial receivables . (1,588) (53,469)
Receivables on current a/c from subsidiaries | 67,081,726 52,875,819 (390,228,490)
Payables on current a/c to subsidiaries 39,904,148 | (17,923,538) 436,885,396
iCurrent account with the Municipality of Milan (9,264,549) (6,342,703) 13,888,775)
:Payables on current a/c to associates 1,527,804 |
iChanges in shareholders' equity
- (94,615,894)
:Total cash flow generated by financing activities 64,069,723 481,936,648 34,262,466
CHANGE IN LIQUID FUNDS 13,988,937 (195,067,490) 12,736,421
ILIQUID FUNDS, BEGINNING OF YEAR/PERIOD 13,542,726 208,610,216 208,610,216
'L1QUID FUNDS, END OF YEAR/PERIOD 27,531,663 | 13,542,726 221,346,637
_NET FINANCIAL POSITION i
Net liquidity N - 27,531,663 13,542,726 || 221,346,637
Financial receivables e e 1,136,159 1,136,159 1,188,628
iReceivables from associates i 1,588 1,588 .
iPayables to associates o (1,527 804)
_iReceivables on current a/c from subsidiaries 207,391,537 274,473,263 717,677,572

(141,666,357)

(101,762,209)

(656,571,143)

Current account with the Municipality of Milan

(61,209,298)

(70,473,847)

(62,947,775)

Due to banks

(1.264,855,801)]

(1,288,507 403)

(750,662,851)

Other providers of finance

Bond loan

(500,000,000}

(500,000,000}

(500,000,000)

TOTAL NET FINANCIAL POSITION

(1,731,670,509)

(1,681,589,723)

(931,495,736)
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AEM S.p.A

STATEMENT OF CHANGES IN NET FINANCIAL POSITION

Financial statements at

Financial statements at

Financial statements at

e s 03.31.2006 12.31.2006 03.31.2005

Net financial position at the beginning of the year/period (1,681,589,723) (909,969,691) {909,969,691)
Cash flow generated by operations during the year/period

Net profit for the period - 1,000,937 5818,415

Net profit for the year 168,140,293 .
Depreciation 8,492,604 31,827,595 6,675,427

Amortisation - 1,245,505 5,375,093 1,039,373
Chan n assets and liabilities:

Receivables for the sale of power and services (3,267,092) (194,906) (3,819,127)
Due from parent company (427,027) 13,737,497 4,635,389

Receivables from subsidiaries (79,579,264) (73,498,954) (3,438,183)
Receivables from associates (119,002) (1,930,759) £64,289
Other receivables 21,356,108 (9,010,354) 3,415,464

inventories e 37,007 47,256 (28,856)
Accrued income and prepaid expenses (9,649,759) 7,190,371 (6,904,933)
Trade accounts payable - (26,330,565) (26,755.830) (29.313,453)
Payables to parent company 395 27,693 5227

Due to subsidiaries (2,466,672) (36,480,014) (12,236,278)
Due to associates (1,745,167) (3,071,949) 1,221,160

Other payables 38,012,441 39,333,910 21,556,155

Advances from customers (3,612,840)

Accrued expenses and deferred income 4,757,094 1,288,836 5,173,558

Severance indemnities 3,637,875 (455,435) 468,053

Other provisions 4,629 503 36,617,963 2,253,810

Total cash flow absorbed by operations during the year/period {40,415,079) 148,675,466 (2,916,510}

Cash flow used in investment activities

(15,817,689)

(75.873,178)

{18,335 675)

Net capital expenditure

Treasury shares 12,268,531

Investments 6,151,982 (762,074,957) (274,860)
Total cash flow used in investment activities {9,665,707) {825,679,604) {18,610,535)
Free cash flow (60,080,786) (677,004,138) (21,526,0456)
Cash flow absorbed by changes in shareholders’ equity_r_r_ru

Changes in shareholders’ equityr]

Net profit distributed o (94,615,894)

Total cash flow absorbed by changes in shareholders’ equity (94,615,894)

Net financial position at the end of the xggr_/ﬁéiiod (1,731,670,509) (1,681,589,723) (931,495,736)

NET FINANCIAL POSITION

Financial statements at

Financial statements at

Financial statements at

03.31.2008 12.31.2008 03.31.2005
Net liquidity 27,531,663 13,542,726 221,346,637
Financial receivables e 1,136,159 1,136,159 1,189,628
Receivables from associates 1,588 1,588
Payables 1o associates (1,527,804)
Receivables on current a/c from subsidiaries 207,391,537 274,473,263 717,677,572

(141,666,357)

(101,762,209)

(556,571,143)

Current account with the Municipality of Milan

(61,209,208)

(70,473,847)

(62,647,775)

Due to banks

{1,264.855,801)

(1,288,507,403)

(750,662,851)

Bond loan

(500,000,000)

(500,000,000)

(500,000,000)

TOTAL NET FINANCIAL POSITION

(1,731,670,509)

(1,681,589,723)
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